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Why Not Lessen the Evils of
Present Taxation?
By Elijah W. Sells
Taxes we have eternally with us. They are the price we pay
for civilization, organization, government. They began under the
regime of Moses, starting with a ten per cent. income tax called
“tithes.” Taxation in some form has never left the earth since
that time.
While much has been written and said upon the subject of
taxation and possible revision, it is still far from settled and there
is apparently room for discussion.
Public accountants are peculiarly fitted to pass judgment on
the subject of taxation. They touch every phase and problem of
business in some way and are also familiar with the affairs of
government, federal, state and municipal. They perceive, at close
range, the effect of taxation on business and the great disturbance
which it causes. Better than any other class do they know the
superior excellence, economy and efficiency of the management of
business as compared with that of government and the far-reach
ing meritorious effect of business upon all interests.
The practice of my own firm has taken us during the past year
into the affairs of several thousand concerns, and much of our
work has involved tax problems from so many angles that it has
forced on us conclusions as to present methods and needs. This
is typical of all practising public accountants.
To run the government of a nation, state or city requires
money, and the bulk of that money can come only through tax
ation. The greater the amount of funds required the greater the
amount that must be furnished by the people. This we accept as
self-evident, natural, inevitable. But we have a right to demand,
and a duty to make our demand vigorous and insistent, that the
basis of that taxation be wisely considered, fair and equitable,
aimed at no one class, the tax widely distributed and arranged so
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that it fulfils its purpose with the minimum disturbance of busi
ness and the welfare of the individual.
The present federal income tax, with its surtax for individuals
and its excess-profits tax for corporations, is flagrantly unfair,
inequitable and fulfils its purpose with the maximum disturbance
of business and of the welfare of the individual. During the war
loyal citizens faced it cheerfully, accepting its discrimination and
injustice as a minor matter in the dark shadows of a world
tragedy. They took it as but another of the necessary evils of war.
But they are now rightly and insistently registering their protest
against its continuance, with its bad features unchanged, as an
unnecessary evil in time of peace and as disturbing, disheartening
and destructive to business activity and enterprise.
Business is the very life-blood of the nation. It employs labor,
pays its bills, adds to the wealth and influence of the country,
and keeps money in circulation. Whatever drains business of its
resources dulls its initiative, saps its vitality and holds the nation
back from reconstruction and sane, normal progress. The govern
ment’s just need of money does not essentially make right its
method of getting it.
The present income tax and its twin incumbrances, the surtax
and the excess-profits tax, are wrong because they cripple un
naturally individual and corporate enterprise and activity at the
very hour when they are most needed. When a patient is slowly
convalescing from the severe shock of a long, hard, weakening
illness in which he may have lost much blood, it is not an auspi
cious time to bleed him further. This is precisely what is being
done to business by the government in the name of taxes.
Since we entered the war, we have heard constantly of thrift.
It has been dinned into our ears by thousands of speakers, has
been flaunted at us in our morning papers and has been relent
lessly bill-boarded and placarded into our consciousness as one
of the supreme duties of life. As a war measure it was a needed
and inspiring call. Thrift was a supreme duty then. It is a great
duty now and always.
There are two phases of thrift that must be printed in red
letters for congress to read in relation to our taxes. Let the gov
ernment to-day, no matter what it did during the war, practise
the thrift it preached to the people. Let it take its own medicine,
eliminate the waste, the extravagance, the reckless administration,
the appalling expenditures in bills which appeal to certain classes
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and which have in them more practical politics than practical
patriotism. Let congress realize that even a billion dollars is worth
saving and exercise some of this thrift. Such a course would
reduce the demands of the tax, put us in a better position to pay
what we have to pay and make the paying easier. The other pres
ent lesson in thrift is for the government to learn to save the
business of the nation instead of losing it by sapping its substance
—save business so that business may save enough to pay its taxes.
The individual is encouraged to be thrifty; to “lay something up
for a rainy day.” A corporation should do the same, since a good
year may precede one or more bad ones, and the accumulated re
serve may be needed to make up the deficit of the poorer ones.
But, most of all, business should save for its rehabilitation and
further expansion.
The iniquitous excess-profits tax and surtaxes are uneconomic
in that they stimulate extravagance and reckless expenditures in
many ways instead of inspiring thrift. Many businesses have used
advertising space beyond their real needs, have been willing to
pay unnecessarily high prices for labor and have plunged into
expenses that ordinary business wisdom would not sanction under
normal conditions, thereby intensifying an already abnormal con
dition. Taxes are responsible for these extravagances.
The government loan organization is advertising for the
legion of dollar savers (a squad in every home) to invest their
savings in the future of the United States of America and says:
“Business will boom and factories reopen—but more money will
be needed to enable the wheels of industry and commerce to turn
at full speed. * * * Dollars invested through this channel
will ultimately promote business enterprise and provide employ
ment for all.”
While these few dollars saved and added to business are de
sirable, it is more essential to conserve and protect the billions of
dollars that are now in business. The government should recog
nize the rights of the large interests not as against those less pros
perous, but in order that there may be cooperation between them
in the resuscitation of business and the promotion of its further
progress.
Fostering the interests of those who have billions now invested
in business will “promote business enterprise and provide employ
ment for all” with greater rapidity than can be hoped to be ac
complished by the government’s invitation to the “legion of dollar
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savers” to subscribe dollars in small quantities, commendable as
that may be.
Moreover, those of the legion of dollar savers who have the
requisite character and capacity will, if they respond to the gov
ernment’s call, soon find themselves in the same position as the
large investors to-day, because the small investors are in exactly
the same position to-day as were the large investors only a few
years ago.
During the last two years millions have been withdrawn from
business by those in the higher groups of profits and disposed of
among those less successful, in such instalments as to keep the
latter out of the high brackets of profits and make the tax result
ing less than they receive in cash distribution. So much of the
value of these interests as could be paid for in cash has been rein
vested in non-taxable municipal, state and county bonds. There
have also been millions in securities, belonging to those having
large holdings, disposed of and the proceeds likewise reinvested
in non-taxable bonds. The aggregate of these processes makes an
enormous drain upon business resources. But there are other evils.
Investment in the non-taxable bonds has encouraged extrava
gances in municipal, state and county expenditures with increasing
debts and high interest for the future. This has brought about
high prices for labor and materials and has had a tendency to in
terfere with needed housing operations at reasonable prices.
In many cases those having large invested interests have actu
ally given away millions to members of their families and others
in order that the aggregate of the taxation for the estate may be
lessened.
The law defeats its very purpose by causing a decline in ex
cess-profits and surtaxes from these various sources.
Note an example of the cramping and paralyzing effect of this
taxation. If a partnership undertakes to save one-half of its year’s
profits for the capital necessary to take care of its future needs
and expansion, and one member’s share of the profits amounts to
a quarter of a million dollars, he will at the present rate have to
obtain outside of his business $1,670 in order to pay his federal
income tax and surtax amounting to $126,670. Thus he would
have to pay more than he actually received in money out of the
business, to say nothing of providing for his state income tax,
his real-estate tax, if he is fortunate enough to own his own home,
or other taxable property and all the expenses incidental to do
mestic and other needs.
164

Why Not Lessen the Evils of Present Taxation?
This is typical of countless other instances of the injustice and
the inequity of the present taxation. It is an un-American tax and
does not fit in with the spirit or needs of our people. It was
modeled on the income tax of Europe where conditions were dif
ferent from those of this country at the time of its enactment. In
Europe were many large entailed estates, the heirs to which had
little or no relation to business, while in this country both the
money and those who inherit it or make it are actively engaged
in business. In Europe the income tax does little harm and is but
a slight disturbing factor. The British government developed a
plan of taxation on the average of three years’ income, which is
a better basis for establishing a nearer approach to equilibrium
in government revenue. In America the income tax does more
harm with less justification for its being. But this income tax is
with us and is likely to remain. We must accept its bad principles
but modify its terms.
What should be done and without delay is threefold—first:
eliminate the surtax and the excess-profits tax; second: reduce the
present income-tax rate; third: provide in their place a new tax
which will yield the needed revenue with the least possible dis
turbance of business, whether corporate, partnership or individual.
A tax that would apply only upon sales to the consumer and
would not be made on sales of raw materials, partly manufactured
articles sold to manufacturers or on products sold to jobbers for
resale, would be just and equitable.
The tax on consumption to be paid by the consumer should
be a uniform rate for each of the various lines or grades, starting
with a small per cent. on necessities and articles in common use
and graded up to a high rate for luxuries. With no serious dis
turbance to any business, it would produce billions annually for
the government’s needs. The term consumption, as applied to
taxation, should be construed in its largest meaning and its
widest applications.
This form of taxation would have many advantages:
(1) It would give wider distribution, so that all classes would
pay and being in small amounts would not be a drain on the
finances of any.
(2) Being paid at the time of sale, the likelihood of tax
evasion would be lessened and as a “pay-as-you-buy ” tax would
be paid in trifling sums as a finality, instead of being massed as
a large amount to be paid later.
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(3) It would tend to stabilize prices to the consumer and
eliminate excessive profits that in many cases are intended to an
ticipate undetermined taxes. There would be no incentive for the
dealer to avoid payment as it would be collected from others and
held apart for that purpose.
(4) It would be a genuine encouragement to economy and
thrift because the bulk of the taxes would fall upon expenditures
and not upon profits that are accumulated. It would place no
limits nor detriments to what an individual, partnership or corpo
ration might make or save.
(5) Taxation on spending, not on earning, applied in large
measures and distributed against all who make expenditures, would
be logical, safe and equitable. It would give the individual the
largest measure of freedom in his financial affairs.
(6) It would be a simple form and relatively easy of admin
istration. It would be computed mostly by business houses
equipped to keep records and perform this service economically
and efficiently. The stamp-tax plan could be applied to the small
businesses.
Taxation based upon consumption with varying rates, from
the minimum for the necessities to the maximum for the luxuries,
is not unlike the principle applied to the tariff which this govern
ment adopted at the beginning and has continued to the present
time, varying only as party politics made the rate high or low.
We must recognize that our government is going on for many
years to come expending billions for civil operations and arma
ment, part of which may be needless and unwise, in addition to
the interest on war debts and their ultimate redemption. The
American people must see the problem of raising revenue by tax
ation with broad, clear vision and with practical, not theoretical,
knowledge of business and its needs. A congress which ignores
the needs of business invites further industrial calamity and eco
nomic discord that is far-reaching. Just as surely as discrimina
tion against small incomes is reprehensible so is that against large
incomes. What is needed is not favoritism to either, but justice to
both. The interests of business and the interests of the country
generally are identical. The prosperity of the one means the pros
perity of the other. Any injustice or other cause which hampers
business affects adversely the whole country and all the people.
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Virginia-West Virginia Debt Dispute
A BRIEF REVIEW OF A CELEBRATED STATE
DEBT CONTROVERSY
By Arthur G. Potter

It is not generally known that the majority of people of the
state of Virginia wanted to abolish slavery long before it became
the issue which resulted in the civil war and the subject was dis
cussed repeatedly in the general assembly prior to 1861. The
difficulty was that no way could be found to accomplish the
desired result without destruction of property rights. Huge sums
were invested in slaves and the very life of the industries of the
state would be imperiled by the abolition of the institution. That
slavery would have been abolished in time cannot be denied, as
the house and senate came very near to an affirmative vote on
several occasions.
Virginia felt that in the abolition of slavery by the federal
government her rights were being encroached upon and after some
hesitation she joined the other southern states in secession on
April 17, 1861.
The people of the western counties were out of sympathy with
this course and in August, 1861, in a convention held at Wheeling
the “Restored State of Virginia” was established. This govern
ment was short lived but it formed, while it lasted, an agency of
representation. Presently the idea of a new state gained strength
and the name “State of Kanawha” was proposed, this being dis
carded, however, for the name “West Virginia.”
On December 31, 1862, the 37th congress passed an act pro
viding for admittance of the new state formed in pursuance of
the ordinances passed by the Wheeling convention and on April
20, 1863, West Virginia was admitted to the union on procla
mation of President Lincoln that certain conditions relating to
the proposed state constitution with respect to the liberation of
slaves had been observed.
The Wheeling convention fixed the conditions on which ad
mission to the union of states was to be based and these conditions
were written into the constitution of the new state when it was
admitted to the union. The provision of the ordinance adopted at
the Wheeling convention with which this historical sketch has to
do is section 9, in part as follows:
167

The Journal of Accountancy
The new state shall take upon itself a just proportion of
the debt of the commonwealth of Virginia prior to the first
day of January, 1861, to be ascertained by charging to it all
the state expenditures within the limits thereof, and a just
proportion of the ordinary expenses of the state government
since any part of said debt was contracted, and deducting
therefrom the moneys paid into the treasury of the common
wealth from the counties included within the new state dur
ing said period. * * *

This by usage has come to be known as the “Wheeling ordi
nance.”
Subsequent to the civil war West Virginia was appealed to
repeatedly by Virginia to liquidate the obligation voluntarily taken
upon herself, but she ignored all advances until at the October,
1907, term of the United States supreme court a decree of refer
ence was handed down ordering the cause to be referred to a
special master, who was instructed to ascertain certain facts and
report them to the court. Subsequent orders were issued and the
form of the account to be taken was prescribed by the decree of
May 4, 1908, which comprehended the account proposed by
section 9 of the Wheeling ordinance and other pertinent facts.
The Wheeling ordinance seems at first reading to be a pretty
well drawn instrument. It states or attempts to state a method by
which a certain sum shall be ascertained, indicating three separate
accounts which, when combined, will give a certain result, to wit:
Charge the new state—
1. With all state expenditures within the limit of the new
state.
2. With a just proportion of the ordinary expenses of the
state government.
Credit the new state—
3. With all the moneys (taxes, etc.) paid by the counties
within the limit of the new state.
The result of an account so stated was expected to be a “just
proportion” of the debt of Virginia at December 31, 1860, charge
able to the new state and to be assumed by her as her debt.
But many difficulties arose. “Since any part of the said debt
was contracted” required that the debt itself should be stated and
the exact date at which it started be ascertained. “All the state
expenditures within the limits thereof” required the allocation of
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all state expenditures to determine those expenditures in the
counties of the new state. “A just proportion of the ordinary
expenses” required two things, viz., the determination of what is
a “just proportion” and what constitutes “ordinary expenses” of
a state government. And finally, “the moneys paid into the treas
ury of the commonwealth from the counties” raises a number of
fine distinctions.
The supreme court, sensing these difficulties, instructed the
master to ascertain and report to the court the following:
1. The amount of the public debt of the commonwealth of
Virginia on the first day of January, 1861, stating specifically how
and in what form it was evidenced, by what authority of law and
for what purposes it was created and the dates and nature of the
bonds or other evidence of said indebtedness.
2. The extent and assessed valuation of the territory of
Virginia and of West Virginia, June 20, 1863, and the population
thereof, with and without slaves, separately.
3. All expenditures made by the commonwealth of Virginia
within the territory now constituting the state of West Virginia
since any part of the debt was contracted.
4. Such proportion of the ordinary expenses of the govern
ment of Virginia since any of said debt was contracted as was
properly assignable to the counties which were created into the
state of West Virginia, on the basis of the average total popula
tion of Virginia, with and without slaves, as shown by the census
of the United States.
5. And also on the basis of the fair estimated valuation of the
property, real and personal, by counties, of the state of Virginia.
6. All moneys paid into the treasury of the commonwealth
from the counties included within the state of West Virginia dur
ing the period prior to the admission of the latter state into the
union.
7. The amount and value of all money, property, stocks and
credits which West Virginia received from the commonwealth of
Virginia, not embraced in any of the preceding items and not
including any property, stocks or credits which were obtained or
acquired by the commonwealth after the date of the organization
of the restored government of Virginia, together with the nature
and description thereof.
The accountants for Virginia early in February, 1908, made a
preliminary examination and proposed to the accountants for West
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Virginia that the work should be done jointly as the information
required by the court was all a matter of record and there could
be no dispute as to the figures. This cooperation was refused by
the attorneys representing West Virginia and the two forces of
accountants proceeded to prepare identical sets of accounts.
At this point a slight digression will be made in general ex
planation of Virginia’s debt. In 1816 the James river canal be
came more or less of a public enterprise, but it was not until 1823
that the state became a substantial factor in its development.
Thereafter until the advent of steam railroads it seemed to be the
central figure in the internal improvement plan of the state. It
was proposed to make a great waterway from Chesapeake bay
across the state to the Ohio river, tunneling the Alleghanies and
raising the water to the upper levels by steam pumps. The streams
on the western side of the mountains, the Greenbriar, the New
and the Kanawha were to be harnessed and made the avenue of
traffic for the products of the west which were then coming over
the mountains in ox trains to the end of the old James river canal
in the valley, and for the transportation of cotton, tobacco and
manufactured goods westward.
This was a more ambitious enterprise, considering the finances
of the state, than the construction of the Panama canal was for
the United States. In addition to this vast enterprise a net-work
of turnpikes was being constructed all over the state in which the
state invested her money along with private individuals, the usual
vehicle being an incorporated company, the state issuing her bonds
or “state stock,” as it was called, in exchange for the stock of the
company. There were also waterways, improvements, banks and
later railroads, most of them on the same plan as the turnpikes.
The state undertook some construction projects on her own ac
count, such as the Northwestern turnpike and the Covington &
Ohio railroad, now known as the Chesapeake & Ohio.
Taking the seven requirements of the court’s order of refer
ence seriatim, a few comments will be made regarding each.
A glance at the statement of the debt at December 31, 1860,
prepared by and finally agreed to by the accountants for the liti
gants in response to paragraph 1 of the decree of reference, shows
93 separate loans, $2,272,404.50 at 5 per cent. and $33,208,583.96
at 6 per cent., with accrued interest of $1,053,067.63, making the
total $36,534,056.09. Exception was taken, however, by West
Virginia to $3,614,192.16, being state bonds held by the literary
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and sinking funds and the board of public works and all of the
interest from July 1, 1860, to December 31, 1860.
These loans went by the name of the enterprise in the interest
of which each was made, down to No. 88, March 22, 1850, and
thereafter they were referred to by number. For instance—

No. 2—James River Co.
12—Rappahannock Co.
37—Lynchburg & Buffalo Springs
Turnpike Co.
56—Little Stone Gap Road
81—Virginia & Tennessee R. R. Co.

Feb. 24,1823
Mar. 4,1836
Mar. 14,1839
Mar. 7,1848
Mar. 6,1849

The records were very complete and in an excellent state of
preservation. The bond registers and other books were made of
the best linen paper, the binding for the most part the work of
skilled craftsmen and the written record therein was done in India
ink in most beautiful penmanship with quill pens down to the
more recent of the volumes. Records so well kept, so accurate
and so satisfying to the eye of the accountant have never been met
with elsewhere by the writer.
The requirement under paragraph 2 of the decree of reference
was not a difficult matter to ascertain, the information being found
in published reports of the state. The only interesting feature of
this requirement was that the population should be stated with and
without slaves. The slaves as of June 20, 1863, were estimated at
492,492. A great many of them had by this time been liberated
or run away.
Under the third requirement separate schedules were intro
duced covering the construction by the state of bridges, railroads,
turnpikes and miscellaneous improvements and the subscription
to the stock of various companies covering the same sort of im
provements and in addition the subscription to the stock of cer
tain banks. The accountants for Virginia found that over 5½
millions had been spent within the counties wholly embraced
within the new state of West Virginia. The accountants for West
Virginia conceded only 1¼ millions, a difference of over 4 mil
lions. This difference consisted for a large part in all the sub
scriptions to the capital stock of the companies, West Virginia
taking the position that this money was invested in stocks and that
the old state of Virginia retained these stocks. One and one-third
millions of the difference between the amounts claimed by the
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plaintiff and admitted by the defendant consisted of railroad con
struction. The defendant claimed that Virginia kept the property.
The balance of the disputed amount was due largely to the differ
ence of opinion as to the cost of interstate improvements. That
is to say, it was somewhat difficult to determine the exact cost of
construction in West Virginia of a turnpike road starting in Vir
ginia and terminating in West Virginia, and Virginia’s account
ants adopted the expedient of localizing the expenses where the
road crossed the border of the two states, where the records were
sufficiently in detail to permit it, to sections and dividing the total
cost of these interstate sections on the basis of the mileage in each
state. This method was not exactly accurate but it was thought
it would bring as fair a division of the cost of the construction as
it was possible to get.
In the case of the Covington & Ohio railroad, however, this
plan was not followed because the construction of the section
which crossed the line included a tunnel, the two approaches to
which were over entirely different character of country. The ap
proach on the eastern side of the mountain was gradual and the
tunnel was through solid rock. The approach on the western side
of the mountains was precipitous and part of the tunnel had to
be driven through shale, requiring the construction of brick re
taining walls. These facts were taken into consideration in de
termining the fair estimate of the cost of the section lying partly
in Virginia and partly in West Virginia.
Under the fourth requirement of the decree of reference there
was a wide difference of opinion between the accountants as to
what constituted ordinary expenses of government. The joint
exhibit prepared and presented showed that plaintiff’s claim was
$37,794,211.81 for the ordinary expenses of government from
March 18, 1823, to December 31, 1860. The defendant conceded
$18,207,684.29 and contested the difference of $19,586,526.89. The
largest item in this amount consisted of interest on the public debt,
treasury notes, temporary loans and an old military debt of 1814,
amounting in all to over 18 millions. The balance of the sum con
tested embraced expenses connected with tobacco receipts, consti
tutional conventions, slaves transported and executed, cost of new
buildings and other improvements and calling out the militia, etc.
Virginia divided the ordinary expenses of government between
the two states by decades, making the division on a basis of popu
lation, with and without slaves. The census was taken at ten-
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year periods from 1820 to 1860 and the expenses for these periods
were divided between the two territories on the basis of the then
population, with and without slaves. The defendant agreed to the
calculations but objected both to the method adopted and to the
division so obtained.
The calculation under paragraph 5 in the decree followed that
in 4, the ordinary expenses being apportioned on the fair estimated
valuation of the property, real and personal. The figures showing
the comparison between the valuations of the two states are of
sufficient interest to be shown, as follows:
The assessed valuation of real estate from the latest accessible
rolls prior to the formation of the new state showed in round sums
Virginia .................................... $296,000,000.00
West Virginia ........................
82,000,000.00
The assessed valuation of slaves was
Virginia ................................... $251,000,000.00
West Virginia ........................
6,000,000.00
The assessed valuation of other personal property was
Virginia ................................... $153,000,000.00
West Virginia ........................
25,000,000.00

The one item that is of special interest to us at this time is the
following because it shows that prior to the civil war Virginia had
an income tax. The total amount of income on which tax was
levied was
Virginia.................................... $11,000,000.00
West Virginia ........................
299,000.00
This gave a total of 710 million for Virginia and 113 million
for West Virginia. The division of the ordinary expenses based
on these figures was a mere matter of arithmetic and need not be
shown. The schedules prepared were quite voluminous and several
alternate methods of distribution were presented with schedules
prepared from census returns showing slaves and other personal
property in all the counties separately for both states.
Under the 6th requirement a dispute arose as to what moneys
were meant in the Wheeling ordinance. The defendant claimed 7
million plus and the plaintiff admitted just short of 6 million, there
being slightly over a million difference. By far the largest and
most important item in this sum was over 800 thousand of divi
dends received by the state of Virginia from banks in West Vir
ginia counties in which it owned stock and also quite a large sum
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received from the excess tolls from the Northwestern turnpike and
other state roads.
Under the 7th requirement the plaintiff presented a schedule
showing that the only moneys which West Virginia received from
the commonwealth of Virginia were funds which, upon the for
mation of the restored state were transferred from the credit of
the treasury of the commonwealth of Virginia in West Virginia
banks to the treasury of the restored state as the predecessor to
the new state of West Virginia. If the restored state or the state
of West Virginia received any other property or credits, the
records, which were quite fragmentary, were silent.
In his report to the supreme court of March 17, 1910, the spe
cial master, the late Hon. Chas. E. Littlefield, reported
1. That the public debt of the commonwealth of
Virginia was..................................................... $33,897,073.82
Principal .................................... $32,919,863.93
Interest ........................................
977,209.89

2. That the extent and assessed valuation of the territory was
as agreed to by the litigants.
3. That there was expended within the counties now forming
West Virginia the sum of $2,811,559.89, which includes the
Covington & Ohio railroad and certain other disputed items.
The master excluded all money invested in the stock of
incorporated companies engaged in internal improvement
enterprises.

4. That the ordinary expenses of government amounted to
$40,274,896.70, which included the interest on the public
debt and most of the other contested items. The excess is
largely accounted for by an additional allowance by the
master of over two millions for primary schools taken up
by the plaintiff in 3.
The master adopted the plaintiff’s method of apportion
ment and divided the above ordinary expenses on the two
bases required by the decree of reference, viz.:
Population with slaves
Virginia
81.3718%
West Virginia 18.6282%
Population without slaves: Virginia
73.3369%
West Virginia 26.6631%
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5. That the fair estimated value of property with and without
slaves was agreed to and alternative figures were presented.
The supreme court adopted the value without slaves (as
more fully covered later). On this basis the ordinary ex
penses were apportioned 76½ per cent. to Virginia and
23½ per cent. to West Virginia.
6. That the money paid into the treasury of Virginia from
West Virginia counties amounted to $6,105,884.75. The
plaintiff’s contention that dividends from bank stock could
not be construed as received from these counties was upheld.
7. That the state of West Virginia received nothing from
Virginia. Plaintiff’s contention that money taken over by
the “restored state of Virginia” was in effect a payment to
West Virginia was denied.
On these findings by the master the supreme court handed
down a decision March 6, 1911, by Justice Holmes, in which it
said—
“We are of opinion that the nearest approach to justice
that we can make is to adopt a ratio determined by the mas
ter’s estimated valuation of real and personal property in
the two states on the date of separation, June 20, 1863.”

The court therefore apportioned the whole debt shown in
paragraph 1, after making an adjustment on account of Virginia’s
scaling operations after the war, on the basis reported in para
graph 5, viz., 76.5 per cent. for Virginia and 23.5 per cent. for
West Virginia, making the amount of principal of the debt of
Virginia owed by West Virginia $7,182,507.46. The court did
not rule on many points strenuously argued before the master
such as the inclusion of interest on the public debt in ordinary
expenses of government. The master’s voluminous report (212
pages) was apparently used as a guide, but only two factors re
ported entered into the final calculation, viz.:
1. The total debt.
2. The valuation of property.

And the court said “as this is no ordinary commercial suit but a
quasi-international difference referred to this court in reliance
upon the honor and constitutional obligations of the states con
cerned rather than the ordinary remedies * * *” it would
make no determination of the matter of interest on West Vir
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ginia’s debt from June 20, 1863, down to the date of the decision
but would await the effect of conferences between the parties.
The parties could not agree, however, and the supreme court
rendered another decision June 8, 1914, by Chief Justice White,
by which West Virginia was permitted to file a supplemental
answer in which certain counter claims were set up, referring the
matter again to the same special master.
On January 21, 1915, the special master made his report in
which he found that West Virginia was entitled to set-offs amount
ing to $2,868,839.49. West Virginia had urged in the original
suit that under paragraph III of the decree of reference she
should not be charged with the cost of roads and other improve
ments built by companies the capital stock of which the state had
purchased. She was now able to prove that at January 1, 1861,
Virginia had, and that she retained after the war, stocks and other
evidences of value which were a natural offset to the bonded in
debtedness of the state at that date.
Acting on this report the supreme court on June 14, 1915, by
Justice Hughes, handed down an opinion allowing West Vir
ginia a credit of $2,966,885.18 against the original award of
$7,182,507.46, making her principal debt to Virginia $4,215,622.28 ;
and the court further decreed that West Virginia should pay
interest as follows:
From January 1, 1861, to July 1, 1891, at 4%. .$5,143,059.18
From July 1, 1891, to July 1, 1915, at 3%.......... 3,035,248.04
$8,178,307.22

and that interest at 5 per cent. should apply to the whole amount
awarded, $12,393,929.50, from July 1, 1915, until paid.
It was not until March 31, 1919, that West Virginia made pro
vision for the assumption of her obligation, when by an act ap
proved by the governor April 1, 1919, the principal debt of
$12,393,929.50 was recognized, carrying interest from July 1,
1915, to January 1, 1919, amounting to $2,168,937.66.
Under this act West Virginia paid the Virginia debt commis
sion $1,078,662.55 in cash, provision being made for the payment
of the balance in 3½
per cent. 20-year gold bonds exempt from all
taxes in West Virginia.
Now arose a difficulty which Virginia’s representatives had not
anticipated and in order to explain it we must go back to certain
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acts of Virginia during her long struggle to settle with her credi
tors on an honorable basis. The state was well nigh if not quite
bankrupt after the war, yet in 1866 and 1867 she funded her out
standing debt and unpaid interest, running her debt beyond 45
millions. In 1871 a calculation of West Virginia’s share of the
debt was made and she made an attempt to refund her debt by
calling in all bonds and exchanging therefor two instruments, one
of which for two-thirds of the principal and accumulated and
unpaid interest bore interest at a reduced percentage. The other
for one-third of the principal and interest was a promise to pay
the holder only on condition that West Virginia pay Virginia and
in accepting this one-third certificate the holder agreed to take a
pro-rata share of whatever was paid by West Virginia be it little
or much. These were called variously one-third certificates, Vir
ginia deferred certificates or West Virginia certificates.
Under this act of 1871 the major portion of the debt was re
funded, but other legislation followed in 1879, 1882 and 1892,
under which one-third certificates were issued.
A bondholders’ committee was formed, and Brown Bros. & Co.
were designated as depositaries with authority to issue their cer
tificates in exchange for the outstanding one-third certificates.
When West Virginia finally acted upon her liability and passed
the act providing for settlement she inserted in her act this
proviso:
That no part of said bonds shall be delivered until the
commonwealth of Virginia shall make and file with the board
of public works of the state of West Virginia a full and com
plete itemized statement or list of the Virginia deferred cer
tificates which have been deposited with the commonwealth
of Virginia or subject to her control upon the passage of this
act. In order that the state of West Virginia may have the
benefit of the distributive share in the proceeds of the judg
ment aforesaid of such Virginia deferred certificates as may
have been lost or destroyed, the residue to wit, bonds to the
aggregate amount of $1,133,500.00 face value, hereinafter
referred to as “reserve bonds,” shall be delivered to the board
of public works of the state of West Virginia and shall be
held by it in escrow upon the following conditions and
trusts: * * *
In short, West Virginia was not willing to abide by the deci
sion of the supreme court and inserted this provision so that the
177

The Journal of Accountancy
deposited one-third certificates were made the measure of her
settlement, claiming that she was entitled to the pro-rata value
of all such as were lost or destroyed. This was a hard proposition
for Virginia to accept but her representatives were finally per
suaded that an immediate settlement was worth the sacrifice.
One of the conditions of the settlement imposed by West
Virginia was that the distribution calculations be submitted to
her with a complete list of deposited and undeposited “Virginia
deferred certificates.”
The method of making the distribution of the cash received
and the bonds to be received from West Virginia had now to be
determined, and Virginia brought a friendly suit against the bond
holders’ depositaries and all other holders of Virginia deferred cer
tificates and holders of Brown Brothers & Co’s receipts to have
this method fixed. This suit was brought in the circuit court of
the city of Richmond and a decree was entered on November 11,
1919, referring the matter to a special commissioner, Hon.
Robert E. Scott.
Virginia asserted her right to participate in the supreme court’s
award in her own right by reason of four circumstances, viz.:
I. That she had paid in full certain of her own bonds ante
dating January 1, 1861, and had not issued one-third certificates
in respect to these.
II. That she had reimbursed certain schools and colleges for
the face value of old Virginia unfunded bonds held by them.
III. That she had settled with certain of her creditors by ac
cepting old Virginia unfunded bonds at their face value.
IV. That she had paid and allowed in various settlements large
sums of interest on the undivided and unfunded debt.
The deferred certificates issued under each funding act had a
different value by reason of the fact that a longer interest period
was covered in the later issues by interest scrip. The interest scrip
was non-interest-bearing.
The commissioner, therefore, had the following problems to
solve:

1.
2.
1871,
3.

To how much was Virginia entitled?
What was the relative value of the deferred certificates of
1879, 1882 and 1892?
What was the value of the interest scrip ?
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4. What was the amount of West Virginia bonds that state
was entitled under the agreement to hold in escrow ?
5. What compensation was just and adequate for those whose
years of labor had made the settlement possible?
6. How could the account be stated so that it would be simple
and understandable and so that the available cash and bonds would
be completely absorbed in the settlement ?
The whole fund subject to distribution as of July 1, 1920,
was—
West Virginia 3½% gold bonds .................... $13,500,000.00
Cash payment by West Virginia.................... 1,078,662.55
“ accumulated interest ..........................
481,722.14

$15,060,384.69
Interest coupons on W. Va. bonds held in
escrow in excess of the requirements as
hereinafter determined .......................
275,922.50

$15,336,307.19
and this is the sum with which the commissioner had to deal.
It was not possible to determine the exact amount of the ex
penses in advance, so in order to establish a method the writer esti
mated the expenses and using the balance as a basis, submitted to
the commissioner a plan which was accepted by both parties.
Following this plan the commissioner later reported, after the
expenses and fees were fixed, that he had $14,192,290.59 net for
distribution. This, applied to the claims of the parties entitled to
participate in it, would entitle each to $1.145100155 for each $1.00
of the supreme court’s award, $12,393,929.50. But all claims could
not be paid in the same currency and West Virginia had withheld
part of the fund.
As the supreme court’s award was insufficient to pay all claims
at their face values it was first necessary to divide the interest
award into two parts, that applying to principal and that applying
to interest, as follows:
Court’s award for principal.............. ...$ 4;215,622.28
---------------- = .286460092
Interest-bearing certificates .................. 14,716,263.82
.286460092 X 66⅔ (reduction in interest) = .1909733946

This reduction in interest is from 6 per cent., the rate of the
original bonds, to 4 per cent., awarded by the court for the period
in which the bulk of the interest scrip was issued. As there was
outstanding interest scrip amounting to $1,417,327.76, this was
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worth 19+ cents, or $270,671.89. This deducted from the court’s
award of $12,393,929.50 left $12,123,257.61 applicable to the
interest-bearing certificates issued under the four acts.
But because of the varying lengths of the interest period for
each of these four groups of certificates, the court’s principal
award was first prorated as follows:
1871............. $13,007,957.74 = 88.3917136%
1879............
495,565.55= 3.3674686%
1882.............
925,218.54= 6.2870479%
1892............
287,521.99= 1.9537700%

$14,716,263.82 = 100%

The above percentages of the court’s principal award added to
the balance of interest after the valuation of the interest scrip
gave a base value to each issue of—
1871.............. 83.7437515 cents
1879.............. 80.9490531 “
1882.............. 70.0848988 “
1892.............. 62.7123373 “

Having thus established a base value it became necessary to
adjust the account with respect to the excessive escrow bonds held
by West Virginia. There were undeposited certificates of only
$1,108,687.08 and these were not entitled to face value, so using
the above rates raised to 114½ per cent. we find that instead of
retaining $1,133,500.00 of her bonds she should retain only
$906,439.03. But inasmuch as the escrow bonds had three coupons
attached this $906,439.03 should be divided by 1.05%, giving as
the actual face amount she was entitled to retain $861,224.63 and
a call was made on her to surrender $272,275.37.
The bonds therefore in the commissioner’s hands and at his
disposal now become............................................................... $12,638,775.37
With the coupons on the excess escrow bonds and the cash in
hand, the commissioner had cash amounting to............... 1,791,092.90
A total of........................................................................... $14,229,868.27
From this he paid expenses and fees......................................... 1,144,016.60

Leaving a fund consisting of cash and West Virginia bonds of. .$13,285,851.67

which was available for distribution to the bondholders who had
deposited their certificates with Brown Bros. & Co. and to Virginia
in settlement of her claim, which he allowed, as follows:
West Virginia bonds ............. $12,638,775.36 = 95.129584%
Cash .........................................
647,076.30= 4.870416%
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(1) The deposited certificates will participate as follows in West Virginia
bonds and cash:
Base value X
4.870416% 95.129584%
$1.145100155
Cash West Va. bonds
1871....... $11,787,036.57 @.958949824 = $11,303,176.75 $550,511.73 $10,752,665.02
1879.......
462,786.95 @ .926947728 =
428,979.31
20,893.08
408,086.23
1882.......
826,857.87 @ .802542281 =
665,588.40
32,319.51
631,268.89
1892.......
277,175.70 @.718119068 =
199,045.15
9,694.33
189,350.82
Scrip.... 1,006,985.54 @ .218683662 =
220,211.29
10,725.22
209,486.07

$14,360,842.63
$12,815,000.90 $624,143.87 $12,190,857.03
(2) Virginia’s claim of $664,061.87 will participate in the same manner, the
principal, $439,884.07, taking the rate of the 1871 certificates and the interest,
$224,177.80, taking the rate of the scrip:
Principal .......................$439,884.07 @ 95.8949824% = $421,826.75
Interest .......................... 224,177.80 @ 21.8683662% = 49,024.02
$470,850.77
$664,061.87
payable as follows:
Cash 4.870416% W. Va. bonds 95.129584%
$447,918.34
$22,932.43

Principal .......... $421,826,75
Interest . .......... 49,024.02
$
Summary
Deposited certificates receive cash .............. $
Virginia receives cash ....................................

$447,918.34
624,143.87
22,932.43 $

Deposited certificates receive W. Va. bonds. .$12,190,857.03
Virginia receives W. Va. bonds.....................
447,918.34

647,076.30

12,638,775.37

$13,285,851.67
Total funds and bonds to be distributed as above
For the purposes of the distribution, the cash, $632,781.84, remaining to be
distributed after all costs and expenses are provided, is divided between Virginia
and Brown Brothers in the proportion that the total cash due Virginia and due
Brown Brothers bears to the total cash now in hand and to be received on account
of the three coupons receivable attached to the excess escrow bonds.
Virginia is entitled to .............................. $ 22,932.43
Brown Brothers are entitled to.............. 624,143.87
$647,076.30
632,781.84

We have now available only

Balance .................................................$ 14,294.46 = 2.209084%
The cash not in hand will be divided in the same proportion when received:
Virginia .............................. 2.209084% of $ 22,932.43 = $ 506.59
Brown Bros.......................... 2.209084% of 624,143.87= 13,787.87
Cash payable to Virginia ...................................................... $ 22,932.43
Less amount represented by coupons not yet collected ....
506.59
Balance payable to Virginia ...........................................
$ 22,425.84
Cash payable to Brown Bros................................................ $624,143.87
Less amount represented by coupons not yet collected .... 13,787.87

Balance payable to Brown Bros. & Co..........................

$610,356.00

Total ............................................................................

$632,781.84
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In submitting the plan on which this distribution was made the
writer pointed out to all concerned that it was neither mathemat
ically perfect nor beyond criticism from an accounting standpoint,
but that it took into consideration the chief elements involved and
that these treated in a broad way produced a result that was be
lieved to be equitable and would not differ materially from a result
worked out with every shade of value reflected.
The supreme court in its award adopted an average method in
some of its findings, being aware of the intricacies to which any
other method would lead and this served as justification, to some
extent at least, for the comparatively simple method recommended.
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Accounting for Construction in
Public Utilities*
By W. C. Reyer

At the present time practically all public utilities are subject
to national or state regulation. The administrative features of
federal regulation are carried on by the interstate commerce com
mission and those for state regulation by the various commissions
of the respective states. One important phase of regulation has
been the promulgation of accounting classifications for all public
utilities coming within the jurisdiction of the various commis
sions. Although there is of necessity a different classification of
accounts for each of the several classes of public utilities, the gen
eral accounting principles underlying all of them are substantially
the same. The powers and, in certain instances, the duties of the
commissions also provide that the forms of all books, accounts
and records to be kept are to be prescribed by such commissions.
This power, where granted, has been exercised very rarely, how
ever, and the control of accounting as a rule has been limited to
the matter of the general accounting classifications. The extent
of the detailed information, the forms of accounting records and
the accounting procedure for recording the transactions under the
prescribed classifications have been left almost entirely to the
public utilities themselves.
Most of the accounting classifications contain rules or defini
tions for the purpose of assisting the public utilities in distin
guishing between different classes of expenditures. Among the
more important of these classes are construction, operation, main
tenance and depreciation reserve charges. The rules submitted
for dividing the charges among these classes are, of necessity,
very general, and consequently a considerable variation in account
ing practice has grown up among the public utilities in respect to
the division of certain charges among the classes denoted above.
A detailed discussion of the policies followed by public utili
ties in recording the transactions for expenditures involving a
division among the four general classes noted and the accounting
principles that should govern such a division cannot be attempted
in a thesis of this character. The comments, therefore, will be
confined to the accounting for construction expenditures and the
* A thesis submitted at the November, 1920, examinations of the American Institute
of Accountants.
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basis upon which overheads should be apportioned between con
struction and operations.
One of the most important questions to be determined by the
public-utility accountant or auditor is the propriety of capital
izing expenditures to construction. As a rule, all work connected
with a public-utility property is performed by the company’s own
organization. The engineering department, for example, directs
the work of operation, maintenance and renewal of the property
as well as that of new construction. In many instances the same
group of workmen performs the various classes of work and cer
tain kinds of materials used for maintenance and construction are
identical, so that the division of the charges is a difficult and
important consideration.
Originally the majority of companies made all charges for
material, labor and other expenses directly to the various accounts
provided in the classification. Under such conditions a proper
control of the charges was exceedingly difficult, inasmuch as the
costs of one piece of work were scattered over several accounts
and information as to the exact nature of the work was difficult
of ascertainment.
The difficulties cited in the preceding paragraph have been
overcome almost entirely by the public utilities. Most of the com
panies to-day control the construction expenditures and the more
important maintenance charges through a system of authoriza
tions. Under this system, if the matter of certain construction
or important maintenance work comes up, the department in
charge, usually the engineering department, prepares a statement
of the work to be performed, giving the reason therefor and
nature of the work to be undertaken, together with a detailed
estimate of the cost. In case the work is to replace existing prop
erty this fact is stated, with all particulars relating thereto. Blue
prints are usually prepared showing the additions and changes
to be made. Several copies are prepared containing all the facts
noted above for any particular piece of work, and the original
copy is then submitted to the board of directors, executive com
mittee or other controlling group for approval. Upon acceptance,
it becomes an authorization to do the work and receives a number.
A copy of the authorization goes to the accounting department
and all costs of a particular piece of work are earmarked with
the authorization number. The accounting department assembles
all costs by authorizations, but these records also contain a di
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vision of the costs by accounts, so that the proper clearing can
be made when the work is completed. When the records are kept
in this manner an intelligent study of the construction charges and
property retirements is possible.
Some of the older classifications of accounts provided that
only the difference between the original cost of the unit replaced
and the replacement costs should be charged to construction. At
the present time, it is a generally accepted principle, however,
that the property account should be relieved or credited with the
original cost of the unit of property removed from service and
the cost of all new units should be capitalized by charges to con
struction.
In regard to the charges to be made to construction, the ques
tion arises as to the proper treatment of overhead expenditures.
Overhead costs, as related to the construction accounts of public
utilities, are usually understood to cover the following classes of
items:
Engineering and superintendence
General-office salaries and expenses
Legal expenses
Liability insurance
Injuries and damages
Taxes
Interest

The public utility accounting classifications promulgated by
the state and national regulative agencies recognize the principle
of a division of overhead charges between operation and con
struction, but no specific rules of procedure for such apportion
ments have been advanced in the classifications. As a result, the
practices of the various utility operators differ widely in the treat
ment of such charges. The policies vary from charging to con
struction only the direct items of labor, material and other ex
penses to the inclusion of a flat percentage on such direct charges
intended to cover all items of overhead. Furthermore, certain
organizations controlling or managing a group of companies apply
a fixed percentage on all construction work undertaken by the
utilities controlled, in addition to the charges made on the appor
tionment basis by the individual companies. The charges made
by the controlling or managing organizations, however, do not
involve the question of a division of these costs between operation

185

The Journal of Accountancy

and construction. These items are billed against the company as
construction charges, and the propriety of such additions can be
determined only by an inquiry into the nature of the services
rendered and a study of the total overheads of all kinds included
in construction in relation to the nature and extent of the con
struction work performed.
We come next to a consideration of the accounting principles
which should govern a division of the overhead charges between
operation and construction. Accounting authorities are in agree
ment regarding the inclusion of all overhead items as part of the
costs of construction during the original construction period up
to the time when the property is completed for operating pur
poses. The weight of authority, however, seems to be that the
charges for interest should be limited to the amount actually paid
or accrued during the construction period on interest-bearing
obligations, less any interest earned on the funds on deposit dur
ing the period.
The matter of interest charges will be discussed separately,
inasmuch as this item involves considerations not applicable to the
other overheads.
When the construction work is carried on concurrently with
operations many accounting authorities appear to favor charges
to construction of only the additional overheads resulting there
from. This theory is intended, no doubt, to apply to those indus
tries in which the construction programme is irregular; and this
appears to be the desirable one to follow in those instances. In
the case of public utilities, however, the normal tendency is one
of gradual extension and expansion so that the yearly construc
tion expenditures are of considerable importance. A temporary
cessation of construction could hardly be expected to reduce the
expenditures of general management. And again, a construction
programme, considerably in excess of the normal for a period
would not tend materially to increase these expenditures. Fur
thermore, the systems of regulation to which most public utilities
are subject generally make it obligatory on their part to extend
their facilities within reasonable limits, to meet the increased
demand for service as well as to supply service to the customers
connected.
This being the situation, there are two functions which a pub
lic utility is obligated to perform, neither of which should be
considered as incidental, although the total expenditures for one
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may be substantially larger than for the other. It appears, there
fore, that the two functions of operation and construction might
reasonably be considered as coordinate undertakings and that the
accounting policies should aim to show the full cost of perform
ing each of these functions. The principle to be followed does
not differ materially from that usually employed in apportioning
joint expenses when one utility company operates several de
partments or more than one division or branch is maintained
within one department of the business. The principle of appor
tioning joint or overhead expenses so as not unduly to burden any
one department is recognized by commissions in the regulation of
rates. Instances are also on record in which a certain amount
of the overhead charge has been excluded from the operating
expenses by commissions, on the theory that the items should
have been added to the construction expenditures.
Accepting the principle that the functions of operation and
construction should be considered as coordinate Underakings in
public utility accounting we may now consider the bases that may
be used in carrying out the apportionment of overhead charges.
The items of legal expense, liability insurance, injuries and
damages and taxes are usually so closely related to certain con
struction projects or some direct element of cost that a basis for
division is readily available. Legal services are generally per
formed by outside firms and the amounts billed are for specific
services, so that the charges are distributable. When retainer fees
are paid, the amount thereof can be apportioned on the basis of
the other charges for specific services rendered additional to such
retainer fees. The amount of liability insurance is dependent upon
the payrolls and should be distributed on the labor costs, due con
sideration to be given, however, to the effective rates for different
classes of labor. Injuries and damage awards in most instances
can be charged directly to that part of the construction work
where the injury or damage occurred. Taxes assessed during the
period of construction are generally determinable from the as
sessment valuations. Providing that the valuations made for tax
assessment purposes do not distinguish between the uncompleted
construction and the property used in operations the ratio of the
uncompleted construction to the total property at the valuation
date will offer a reasonable basis for the apportionment. Inas
much as the valuations for taxation purposes are made annually
the matter of taxes during construction is relatively unimportant,
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unless an extension project is under construction which requires a
considerable period of time for completion.
The overhead charges represented by engineering and super
intendence and general-office salaries and expenses are the most
important elements of such costs. These two classes are some
what similar in that the time devoted to the business by the
officers, managerial staffs and clerical forces is general in char
acter. On account of the diversified duties of those engaged in
management any attempt to secure daily distributions of time in
detail is difficult. In the engineering department, however, a
practical solution of the problem may be accomplished by ob
taining an approximate division of the time for all those em
ployed, on the basis of the four principal classes of expenditures
previously mentioned. These are construction, operation, main
tenance and depreciation reserve charges. All expenses of the
department not directly distributable to the four classes may be
apportioned as overhead to the other items. The total of all the
charges for each class should be transferred to a separate clear
ing account and the amount applicable to construction can then be
distributed in detail to the various construction authorizations on
a percentage basis. A general investigation may be made from
time to time for the purpose of determining the amount of gen
eral-office salaries and expenses chargeable to construction.
This investigation or study should be conducted for the pur
pose of ascertaining a fair monthly charge to the capital expendi
tures under the existing conditions of operation and construction.
The amount obtained in this manner may then be considered the
proper charge from month to month until the general-office con
ditions change sufficiently to require a modification of the appor
tionment, at which time another study should be made. The
amount of general-office salaries and expenses assigned to con
struction should also be transferred to a clearing account for
detail distribution as suggested for engineering and superin
tendence.
Interest chargeable to construction is the remaining item of
overheads requiring consideration.
The general practice of public utilities is to charge interest on
all construction which is not completed for operation within one
month from the time the work is undertaken. In accordance with
this practice a considerable amount of construction carries no
interest charges. The rate of interest is usually determined on
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the basis of the cost of money to the company during that period,
and the amounts charged to construction for interest are usually
credited to the interest expense accounts. An intelligent review
of the interest charges requires a knowledge of the sources from
which the funds for construction were obtained. The borrowing
power of utilities on mortgage obligations is usually limited to
approximately 75 per cent. of the construction expenditures and
the remaining funds are usually provided from sales of stock or
from increased surplus and reserve funds. Providing the interest
bearing obligations for a given period supply funds sufficient to
finance all construction on which interest has been charged, there
can be no question as to the propriety if the basis mentioned above
has been followed. This undoubtedly holds true, because the
utility company can determine the manner in which its funds
shall be applied. When the correctness of the interest charges is
questioned the utility company may argue with considerable force
that the funds to finance the construction, completed within the
one-month limit and carrying no interest charges, were obtained
from stock sales and from surplus and reserve funds.
Whether or not a charge for interest during construction is
permissible if the funds are provided from the sale of stock or
from the use of the company surplus and reserve funds is open
to considerable argument. As previously indicated accounting
authorities generally favor the limitation of interest charges to
the funds provided from interest-bearing obligations. The ac
counting classifications issued by the various state commissions
provide for interest charges to construction but do not specifically
authorize such charges upon funds other than those obtained from
interest-bearing obligations. The interstate commerce commis
sion, on the other hand, specifically authorizes interest charges
without differentiating between the sources from which the funds
are obtained. The position of the interstate commerce commission
is of considerable interest and its rulings are therefore cited here
in full.
Uniform System of Accounts for Electric Railways, pre
scribed by the interstate commerce commission, effective on
July 1, 1914, page 105, states:
When any bonds, notes or other evidences of indebtedness are sold or
any interest-bearing debt is incurred for acquisition or construction of orig
inal road and equipment, extensions, additions and betterments, the interest
accruing on the part
the debt representing cost of property chargeable
to road and equipment accounts (less interest, if any, allowed by depositories
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on unexpended balances) after such funds become available for use and
before the receipt or the completion or coming into service of the property
so acquired, shall be charged to this account. . . . This account shall also
include reasonable charges for interest during the construction period on
the carrier’s own funds used temporarily during such period for construc
tion purposes.

In Accounting Bulletin No. 9, issued by the interstate com
merce commission, relating to decisions upon questions raised
under the uniform system of accounts for electric railways, case
308, the above position is amplified still further as follows:
Query. To what account should a carrier credit the amount of interest
which has been charged to construction? This company has no funded debt.
Are we permitted to charge to construction the interest on the company’s
working funds used for construction purposes?
Answer. Interest charged to construction shall be included in account
No. 547—“Interest during Construction,” and corresponding credit shall be
made to the account which was charged as such interest accrued. If no
interest actually accrued or was paid, account No. 547 may include a rea
sonable charge for interest during the construction period on the carrier’s
own funds used temporarily, the corresponding credit being made to account
No. 208—“income from unfunded securities and accounts.”

Under the laws of England, companies, upon approval by the
board of trade, may pay interest up to 4 per cent. a year to the
stockholders during the period of construction and such payments
may be added to the construction costs.
The argument most generally advanced against charging in
terest on construction expenditures financed from the company’s
own funds or stock sales is that such charges would be in the
nature of a profit and that a profit should not be permitted on
construction work. It must be conceded that the construction
charges would be higher if all funds were obtained from interest
bearing obligations; but it may be contended, on the other hand,
that the saving effected by use of the company’s own funds and
those derived from a sale of stock will reduce the cost of the
property and hence a higher return on the investment will be
possible. This situation, however, does not apply with full force
to public utilities under a system of regulation. The original cost
of the property is an important consideration in determining the
fair value of the property for rate-making purposes. It appears
that, provided the charges to construction are made at reasonable
rates and only during the non-operating period, the additions
should be recognized as proper, no matter what the sources of
the funds may be. Such charges, in so far as public utilities sub
ject to regulation are concerned, should be considered in the light
of interest on capital furnished and as such represent a part of
the cost of construction.
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The credit arising from the interest charges to construction
presents no difficulties when all construction carrying interest
charges is financed through interest-bearing obligations. In these
cases the credit should be applied in reduction of the interest
charged to operations. When the money for construction has
been provided from the company’s own funds or through stock
sales the disposition of the credit is not so clear. As will be seen
from the foregoing comments, two extremes of practice are ad
vocated regarding interest on such funds. On the one hand we
find those who question the propriety of including interest on
construction on any funds other than those derived from interest
bearing obligations; while on the other hand the interstate com
merce commission not only permits the charging of interest on
construction financed from the company’s own funds but also
specifies that the corresponding credit should be made to “income
from unfunded securities and accounts.”
In public-utility accounting it seems that the interest charge
to construction should be permitted as approved by the interstate
commerce commission; but, inasmuch as the disposition of the
credit is subject to considerable difference of opinion, it appears
desirable at the present time at least to consider the credit as
“surplus appropriated to capital purposes.”
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By Roscoe H. Belknap

The problems of shoe-factory accounting necessarily vary to
a considerable extent with the requirements of different factories.
The shoe manufacturing industry in this country is carried on
by concerns which vary widely in size, in type and quality of
goods manufactured and in selling plan. In the matter of size,
shoe factories vary from those making only a few hundred pairs
a day to the large factories whose daily production is counted by
the tens of thousands of pairs. The goods produced include every
possible kind of covering for the feet of both sexes and of all
ages, with the infinite variety of qualities and styles demanded by
the individual purse and taste.
Some concerns make and sell a considerable variety, as for
example, men’s and women’s, boys’ and youths’, misses’ and chil
dren’s, of many paterns and qualities. Others confine themselves
to a single type, such as a man’s heavy work shoe—and between
the two extremes there are many gradations.
Further, some factories sell their product entirely to jobbers;
others sell entirely to retailers; others sell through their own job
bing houses or their own retail stores or by mail direct to the
consumer. There are also many instances in which the product is
sold through a combination of two or more of these selling
methods. While in most cases shoes are manufactured on specific
orders, many factories also make shoes for stock, and there are
some concerns which manufacture entirely for stock.
In an industry which presents such a wide variety of phases
it is apparent that there must be problems which are peculiar to
a single factory or class of factories and that the accounting
methods, in order to give satisfactory results, must be adapted to
meet individual needs.
There are, however, certain problems which are common to
practically every shoe manufacturer and certain methods which
experience has shown to be of general application, and it is the
object of this paper to discuss some of these general problems
and methods rather than to attempt to show in detail all the varia
tions caused by the needs of a particular factory.
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The main problem of the shoe manufacturing business, so far
as accounting is concerned, is to obtain cost figures which will be
both accurate and helpful and will be available for use at the
earliest possible moment. This need is, of course, common to all
manufacturing businesses, and the peculiarities of the shoe manu
facturing business in this respect come principally under the head
of classification and method of application.
Probably the first thing which impresses anyone who attempts
to make a careful study of the shoe manufacturing business is
the wide variety of materials and the great number of labor
operations which are required to produce the finished shoe.
The principal raw material used is, of course, leather, but to
consider leather as a single item of cost, without further subdi
vision, would be absolutely meaningless. The leather used to
make the upper of a shoe may have been manufactured from the
skin of a steer, a calf, a goat, a kid, a horse or even of a fish or
snake, and from each of these basic raw materials a wide variety
of tannages and colors is made, all with variations in cost. The
leather used for the linings and trimmings is quite distinct from
that used for the upper, and that used for the soles, heels, welting,
etc., is of an entirely different nature.
Besides leather, many other materials are required in the
manufacture of a shoe. The upper may be made of cloth instead
of leather. Cloth is used to a large extent in linings. There are
also required such articles as hooks, eyelets, laces, cotton, silk and
linen thread, nails, tacks, wire and the great variety of gums,
waxes and chemicals which are used to obtain the different
finishes and dressings.
Bearing in mind that in the great majority of shoe factories
considerable numbers of types and styles of shoes are manu
factured, it is apparent that the material cost of a shoe must be
calculated by a number of subdivisions. Common practice of shoe
manufacturers, which seems to be based on sound logic, has
adopted the following as the main subdivisions of the material
cost:
1. Upper stock.
2. Linings and trimmings.
3. Bottom stock.
4. Special findings.
5. General findings.
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Upper stock consists of the basic material used in the upper.
This is mainly upper leather, but if cloth is used it belongs in this
classification.
Linings and trimmings include all materials used for the lin
ing and trimming of the shoes, such as sheepskin and drill linings,
facings, button fly linings, etc.
Bottom stock includes the various items usually of sole leather,
which make up the bottom part of the shoe, that is, the outer
sole, inner sole, heel, etc.
Special “findings” are those which are individual in their
nature and cost to the particular kind of shoe. Such items are
hooks, eyelets, laces, buttons, bows, buckles, etc.
General findings include articles which are practically common
to all shoes of a similar grade. These items, such as wire, tacks,
glue, etc., while very numerous, are of a relatively small cost per
pair, and it is not ordinarily considered practicable or useful to
attempt to segregate the cost of each particular article as applied
to a particular shoe.
As these five main divisions have a logical basis and are gen
erally recognized in the trade, it seems to follow that at least
these subdivisions of purchase and usage of materials must be
recognized in the accounts of a shoe manufacturer. Practically
every manufacturer will require a considerable subdivision of
each of these main classes; but the details of these subdivisions
will depend entirely on the nature and individual needs of the
business.
In the classification of labor there is more difference in practice
as to the main divisions used. The basis, however, is almost in
variably that of departments.
In the ordinary process of manufacture, if only one method
of sole fastening is used, every shoe goes through every shoe
making department in the factory and takes on some labor cost
in every department, although, of course, there are certain opera
tions which are required on some shoes and not on others.
Where two or more methods of sole fastening are used in
the same factory, there is a separate department for each of the
operations.
The usual manufacturing procedure is in general as follows:
The various parts of uppers and linings are cut in the upper
cutting room and are assembled .and delivered to the stitching or
fitting room. The stitching department sews, cements or other
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wise fastens the different parts together and passes its product on
as a fitted upper. While the uppers and linings are being cut and
fitted, the bottom stock is prepared by the sole-leather stock fitting
room; and the two elements come together in an assembling
room, where the upper and bottom stock for the individual shoe,
or rather case of shoes, is assembled and the proper lasts on
which the shoes are to be made are picked out.
The principal parts necessary for the completed shoe, thus
assembled, go to the making room, where the upper and bottom
are attached over the last. This operation is called lasting. The
shoes are then welted, if welt shoes, the soles are stitched and
the heels attached. At this point the shoe is practically completed,
and the remaining operations are such as are required to give it
the proper appearance. The edges of the soles and heels are
“made” and colored, the bottom is given the desired finish and
the shoes are treed, dressed, packed in cartons and delivered to
the shipping room or stock room.
The difference in classification as between manufacturers
comes almost entirely from the different division of departments
in the “making” process.
The upper-leather cutting room, the stitching or fitting room
and the sole-leather stock fitting room are almost universally
handled as separate departments. The bottom-finishing room and
the treeing, dressing and packing room are usually separate de
partments, although some manufacturers divide the treeing, dress
ing and packing into three departments.
In some factories the processes between the lasting and the
bottom finishing are combined in a single department. Other
factories recognize as separate departments a lasting room, a
welt room, a sole-laying room, a heeling room and an edge-making
room; and others make various combinations between these rooms.
The basis used for separating departments ordinarily depends
on the organization of the factory, that is, a division of labor is
recognized for each department where a single foreman has entire
charge of a certain set of operations.
There may be departments beside those already mentioned
which are manufacturing articles which many or most manu
facturers buy already made from an outside concern. For instance,
while shoe manufacturers almost without exception cut their
own uppers and linings, many buy their soles, heels, counters,
welting, etc., from manufacturers whose business it is to make
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these articles, while other shoe manufacturers make them them
selves. Some manufacturers also make their own cases and car
tons; others buy them. In such circumstances the sole-cutting
department, the heel-making department, the carton-making de
partment, etc., are considered as supply departments separate from
the regular shoe-manufacturing departments.
It follows, therefore, that while the main divisions of labor
cannot be absolutely uniform for all shoe manufacturers, labor
at least should be classified by the departments recognized by the
plan of organization of the particular factory and such further
subdivision should be made as may be called for by the require
ments of the particular factory.
The classification of the various elements of manufacturing
overhead does not necessarily present any problems materially
different from those met in many other manufacturing businesses.
The question of proper application and departmentalization is,
however, of great importance and must be handled in strict accord
ance with the plan of departmentalization used in the individual
factory. It may be stated that the greater part of the shoe-making
machinery is not ordinarily owned by the shoe manufacturer but
is leased. The importance of this practice from a cost standpoint
is that, so far as leased machinery is concerned, it fixes a definite
royalty or rental cost, instead of an estimated depreciation.
So far we have considered the question of the classification of
cost which must be recognized by the shoe manufacturer in order
to make an intelligent application and comparison of his figures.
The very important point now to be considered is the best method
for him to use to apply actual costs against an actual or estimated
selling price.
As previously stated, most shoes are manufactured on orders
already taken—that is, the shoes are sold before they are manu
factured. The ordinary practice is for the manufacturer to design
and make samples, estimate the manufacturing cost of each pat
tern, style and quality, and from this estimate fix selling prices at
which the salesman is to sell the shoes to the customer.
From the nature of the business, this estimate of manufactur
ing cost and the corresponding selling price must be made some
time in advance of the actual manufacture.
There are two principal seasons in the shoe manufacturing
business. In the winter shoes are made for actual use by the
consumer during the next summer, and in the summer the ma
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jority of shoes made are for winter use. For instance, if a
manufacturer is making shoes to sell direct to the retail trade, he
ordinarily designs and makes samples during July and August
and estimates his costs and selling prices at that time. His sales
men will start out with these samples during September and from
this time until the last of January or early in February the sales
men will be taking orders principally from these samples, for
shoes to be manufactured during the fall and winter for actual
use the next summer.
Under such conditions it is apparent that a considerable time
must elapse between the estimating of the cost and selling price
and the actual manufacture of the shoes. The manufacturer when
he makes up and estimates his samples naturally estimates his
expected sales, and so far as is possible and in his opinion ad
visable under the market conditions he “covers” himself by con
tracts for the principal materials which he expects to require for
the coming season.
It will be recognized that with the price fluctuations existing
during the war and post-war period, the shoe manufacturer, in
common with most other business men, has been at a great disad
vantage as compared with normal conditions. It is also apparent
that whether under normal or abnormal conditions it is of vital
importance for the shoe manufacturer to find out at the earliest
possible moment whether the estimate of costs on which he based
his selling prices is in accordance with the actual costs of manu
facturing or not, in order that he may revise his selling prices for
future sales or, if possible, make such changes in his manu
facturing as will bring about the proper relation between the
estimated and actual cost.
The time required to manufacture shoes in quantity varies
from two to four weeks, depending on the kind and quality of
shoes and the efficiency of organization, so that to get the best
results from cost figures, the shoe manufacturer can hardly
afford to wait until each unit of production is completed. He
needs immediate figures on the more important elements of
materials, particularly the two most important: upper leather and
sole leather.
No matter how carefully the estimates of upper-leather cost
have been made, variations are absolutely sure to occur. Leather
is an article which “grows” instead of being manufactured. In
spite of the most careful treatment in the curing and tanning, the
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peculiarities which existed in the skin when on the back of the
live animal will still appear in the finished leather. Even though
the finished upper leather may be carefully sorted into skins of
various grades and qualities, there will be parts of each skin
which will have a relatively larger value than other parts, although,
as is the trade practice, the whole skin will be sold at the same
price per square foot.
The problem in cutting upper leather, therefore, is not simply
to place the patterns so as to utilize the greatest possible area of
the skin with the minimum waste, but also to place the patterns
and cut the skin so as to secure the greatest possible value of shoe
uppers from it. The variation between the estimated and actual
cost of upper leather may arise, therefore, not simply because the
price paid for the leather is higher than anticipated, but because
the grade of stock is not such as would cut to good advantage or
because the cutting is not efficient.
In a shoe factory the unit of production for the purpose of the
shop order is a case of shoes, varying usually from twelve to
seventy-two pairs, according to the custom of the factory. The
ordinary form of shop order for a shoe factory is the so-called
“shoe tag” which contains a full description of the shoes to be
manufactured and accompanies each case of shoes through all
processes of manufacture.
In cutting upper leather it is the usual practice to put together
two or more cases of different styles or grades of shoes in one
cutting job in order to cut the leather to the best advantage. Thus,
for upper-leather cuting records the cutting job rather than the
case of shoes ordinarily must be the basis.
Upper leather as purchased should be charged to an upper
leather stores account as previously indicated, with whatever sub
divisions are required. Records of materials taken from the upper
leather stores should be kept and used on each cutting job, and
an upper-leather “cutting ticket,” charged with the cost of the
materials used and credited with the estimate for upper leather
on the particular shoes cut on this cutting ticket, will show as a
gain or loss the variation between the actual and estimated cost.
Daily, weekly and monthly summaries of these cutting tickets
made up by leathers, styles, employees, etc., will give the manu
facturer the immediate information needed to handle intelligently
this most important part of his manufacturing.
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To have this information accurate, the records of upper leather
used for the individual cutting jobs must be kept with great care.
The final test, of course, is that the upper-leather stores account,
charged with the inventory at the beginning and purchases for
the season and credited with the usage as shown by the cutting
tickets at the end of the season should agree with the actual
physical inventory. If there is a discrepancy between the balance
of the upper-leather stores account and the physical inventory,
the reason must be either inaccuracy in the records or an actual
loss of material through theft or carelessness.
There are some practical difficulties to be met in any attempt
to secure absolute accuracy in the record of usage of upper
leather. In giving out a cutting job, it is impossible to estimate
exactly the quantity of leather which will be required. The cutter
will frequently need additional material, and usually when the job
is completed he will have some material left over to return to the
stock-room.
The number of feet in the whole skins will ordinarily be
marked with reasonable plainness on the skins, but the stock
returned by the cutter will consist, in part at least, of skins
partly cut, on which the number of feet must be measured or
estimated, marked on the part remaining and deducted from the
original amount given out. When the leather which has been re
turned is given out on another job, it must be charged at exactly
the same figure at which it was credited on the job from which it
was returned.
Furthermore, there is a great similarity between some kinds
and grades of upper leather, and when parts of skins come back
to the stock-room it is not always easy to ascertain from the skin
itself the original lot from which it was taken.
To get the best results, upper leather should be arranged in lots
as received, giving a separate number and location to each lot.
The identity of each skin and part of a skin with this original lot
should be maintained until entirely used, and proper lot records
should be kept, showing usage on each cutting ticket, so that peri
odically, or at least as each lot is completed, the lot records may
be checked with the. cutting tickets to find any discrepancies.
It is desirable also to number cutting tickets consecutively and
check the tickets for completed jobs against a number register, as
in practical operation it is easy to mislay a cutting ticket.
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Other subsidiary information is often obtained from the upper
leather cutting tickets. For instance, shoes are ordinarily sold at
a flat price per pair for a certain run of sizes and widths, but the
number of pairs of each size and width ordered in the particular
case of shoes is not necessarily the same as in some other cases
of the same kind of shoe. As the cutting of upper leather is an
area proposition, it follows that if a particular case of shoes con
tains an unusual proportion of large sizes and widths, the upper
leather cost will be greater.
The estimated number of feet required for a particular pat
tern and quality and run of sizes and widths is based on that size
and width which the manufacturer considers will be the average
of his production.
There are several quite satisfactory systems in use for comput
ing how much the estimate of feet required by the average size and
width will be increased or decreased by the sizes and widths for
a particular case.
This information, properly incorporated in the cutting ticket,
will show whether the variation from the estimate is caused by a
variation in quality of stock, by efficiency or inefficiency in cut
ting, or by the variation in sizes and widths of the particular
shoes from the average on which the estimate was based.
It has also proved of value in some cases to show on the cut
ting ticket how much of the variation is caused by the difference
between the price per foot on which the original estimate was
based and the price actually paid for the leather.
The methods of ascertaining differences necessarily vary, but
the need in all cases is the same: namely, to obtain as soon as
possible a comparison of the estimated cost with the actual. To
obtain such information, stores accounts must be kept of all ma
terials together with accurate records of usage. Daily compari
sons with estimates are not in all cases of such vital necessity as
in the case of upper leather, but even on minor items it is desirable
to get at least a monthly comparison.
Labor in a shoe factory is very largely on a piece basis. There
is, however, a considerable amount of productive day labor and
piece prices frequently change. It is desirable, therefore, to have
a monthly and, if possible, a weekly comparison between actual
and estimated cost of labor. This comparison should be made by
departments if possible, but it is hardly advisable to go further,
as the multiplicity of operations is too great.
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There should also be a monthly comparison between the actual
and estimated manufacturing overhead by its main elements.
The importance to the shoe industry of the frequent compari
son of actual and estimated cost naturally leads to the question of
the most satisfactory and practicable form of cost system for this
industry.
The method of carrying goods in process and finished product
at actual cost and showing the manufacturing and trading profit
as the difference between the actual cost of the goods sold and the
selling price, less selling and administrative expenses, is of very
doubtful practicability as applied to the shoe industry. In the first
place this method does not lend itself readily to a quick compari
son of actual and estimated cost incorporated in and provable by
the double-entry bookkeeping system, which is of vital practical
importance. Further, in order to get an accurate cost of goods
sold, it necessitates the carrying of built-up costs for each unit
of production. As previously stated, the unit of production on
which the shop order is based in almost all shoe factories is a
case of shoes. Certain main items of cost may be applied definitely
to each case of shoes, although in many instances, as in the upper
leather cutting, where two or more cases of shoes of different
pattern and quality are cut together in the same job, the division
of cost would have to be more or less arbitrary.
On some of the smaller elements the amount of detail which
would be required properly to allocate the cost to each case of
shoes would make it absolutely impracticable.
The more satisfactory method has been found to be to carry
goods in process and finished goods on the basis of the estimates,
to show the cost of goods sold on the same basis and to handle the
variation between actual and estimated costs as manufacturing
losses and gains.
This gives the manufacturer the real picture of his business
that he wants: namely, the difference between his plan and his
accomplishment; and when proper reserves, based on manufactur
ing gains and losses actually shown, are set up against the goods
in process and finished goods, it shows thee inventories at cost
and furnishes a basis for determining market value if less than
cost.
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EDITORIAL
Things as They Are
“The problems confronting us are many and complex, but
putting aside all selfishness may we continue to work for the
upbuilding of our profession in a spirit of honesty, of courage
and of common sense.”
These words come down through the years intervening since
the congress of accountants in 1904 as a perpetual challenge. But
it is a challenge that accountancy in America can meet. The pro
fession has laid aside selfishness and has worked whole-heartedly
for the common good. To take one instance, where many could
be cited, witness the endowment fund of the Institute, now
amounting to more than $170,000, which has made possible a
consulting and advisory service such as is scarcely rendered by
any other profession to its members or to the public. To the fund
must be given the credit, too, for the Accountants’ Index which,
although published only a few weeks ago, has taken its rank as
one of the works of a generation. The cost and risk involved in
this publication would have been prohibitive to any private under
taking, while the service the Index will render is not confined to
accountants—it will help educators, lawyers, financiers and busi
ness men of all walks.
The profession has contributed liberally to business education,
to the conduct of the recent war and to public service. It has
evolved standards of qualifications and uniform examinations that
are now in force in some thirty-six states. It has developed a
national organization that works harmoniously with the state
organizations and it now has headquarters in a building of its
own. And through national, state and in a newer and most
promising type of regional meeting it is promoting that spirit of
professional solidarity, indicative of vigorous life.
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In a world containing so much of trouble and discouragement,
it is worth while, even at the risk of a charge of egoism, to pause
for a brief review of the milestones in accountancy in America
since 1904. It may be an inspiration toward better things.

As We Advance
Now that accountants are beginning to come to that point
of public prominence which the importance of their vocation
justifies, it is probably inevitable that there should be an increas
ing amount of criticism of the profession.
The insignificant man in the country town seldom attracts
much favorable or unfavorable comment; but when he moves
into the big city and becomes a power his enemies seem to mul
tiply almost as rapidly as his friends. In somewhat the same
way, the accounting profession has lately come in for several
attacks which in the old days of the profession’s unimportance
would probably not have been made.
During the war and even more since the war, the public has
begun to awake to the fact that the accountant is not merely a
necessity but also a blessing to the body politic and commercial.
Accountants have been appointed to positions of great trust and
responsibility in governmental, financial and industrial under
takings—positions whose duties did not seem to be solely or
even chiefly associated with questions of accounts. The modem
accountant has become financial advisor not only of business
men but of governments.
Even in Great Britain, where for many years prior to the
war the profession was better recognized than here, accountants
have increased their sphere of influence during war and recon
struction and have undertaken and carried to a successful con
clusion tasks of such great value nationally and internationally
that the profession now stands at the very forefront.
It is pleasant to remember these things as we prepare our
minds for consideration of attacks which have been made.
For example, the Brooklyn Daily Eagle not long ago reported
that Mark Eisner, former collector of internal revenue of Man
hattan district, speaking before the members of the Brooklyn
Bar Association, declared that
The whole system of income taxation as it exists today is the
plan of accountants, although it is gradually being revised as solicitors
for the treasury department get more control of the work, and soon
the whole scheme will be perfectly simple and decipherable, even to
a school boy.
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The paper which reported this remarkable declaration is not
given to misstatement, although it may have erred in the present
instance. If, however, the report was correct, Mr. Eisner has
qualified, in our estimation, as a wit. Everyone knows that when
phraseology is that of the law it is perfectly simple. Yet we have
labored—and still do labor—under the impression that account
ants had done more than any other advisors to bring about the
application of business sense to the administration of the law.
Mr. Eisner must have had his tongue in his cheek when
he spoke.
The Minneapolis Journal in a comparatively recent issue quotes
Roger W. Babson as saying:
People little realize what the income and other federal taxes are
doing to kill prosperity and enterprise. The bank clearings, building
permits and other figures now coming out for the two weeks preceding
March 15 (when the federal tax statements were due) indicate that the
time which 5,000,000 people have given simply to preparing these
reports resulted in a loss of about $1,000,000,000 in sales, $550,000,000
in manufacturing and $500,000,000 in other lines. If we add to these
figures the time of bookkeepers, accountants, government tax officials,
collectors and inspectors whose work is wholly unproductive, and
who—from the economist’s point of view—are simply parasites on
the country, we have far greater losses.

We have long had a suspicion that there was something the
matter with the economists. It is evidently their point of view.
Mr. Babson deserves to rank with Mr. Eisner as a wit.
Now comes the Philadelphia Public Ledger with these kind
words:
Coal needs an investigation. Not by a bunch of certified public
accountants or sociologists, who love a smell for the smell’s sake,
but by a body of men in whom the country has confidence.

This is very indelicate of the Ledger. And what have
accountants done to offend? We had entertained the belief
that the country year by year was displaying greater and greater
confidence in accountants.
Speaking seriously, it is really unfortunate that so excellent
a paper as the Public Ledger should be guilty of so silly a remark.
Would the paper suggest that accountants should be eliminated
from investigations ? Would the investor be pleased ? Would
the man of business feel safe?
As stated at the beginning of this comment, attack is the
penalty of prominence, and we must make the best of it. We
can only hope that no attack will ever have greater foundation
in fact.
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American Institute of Accountants
The annual meeting of the American Institute of Accountants
will be held at the New Washington hotel, Washington, D. C.,
Tuesday and Wednesday, September 20 and 21, 1921. Meetings
of the council of the Institute will be held on Monday, Septem
ber 19, and Thursday, September 22.
Attention is drawn to this meeting because of its importance.
Several matters of great moment to the whole profession and
therefore to the business public will be under discussion, and
forward steps may be taken.
It is hoped that all who are interested in the progress of
accountancy who may be in Washington at the time of the
meeting will feel free to attend the open sessions of Tuesday
and Wednesday, when in addition to discussions of professional
procedure there will be many excellent addresses on accounting
subjects.
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Edited by Stephen G. Rusk
There has been a great accumulation of treasury decisions during the
past three or four months, and as a result we are greatly tempted to winnow
out those decisions which seem not to be of general importance. This policy
we hesitate to pursue because there may be accountants who depend upon
The Journal of Accountancy to keep them posted as to all treasury de
cisions bearing on federal income tax that are handed down.
Another reason for hesitating to select those which seem to be of general
importance is the fact that our judgment as to what is of general importance
may be found defective. The fact that The Journal of Accountancy
reaches all parts of the United States and comes under the eyes of account
ants who must meet the various phases of the income-tax law and its
problems makes the work of determining what is of general importance
difficult if not impossible.
We shall, therefore, pursue the policy of publishing all the decisions.
This policy will necessitate a delay sometimes in publishing decisions be
cause of the pressure for space in the Journal. Because of this lack of
space we do not further comment in detail upon any of the decisions published
in this month’s issue, but present the decisions themselves for study and
thought.

TREASURY RULINGS
(T. D. 3166. May 19, 1921.)
Trustees in liquidation—Decision of court
1. Trustees as Officers of Court.
Trustees liquidating a dissolving corporation, under direction of the
court, as provided by sections 3447 and 3448 of the general statutes of
Connecticut, are not officers of such court.
2. Legality of Assessment—Restraining Order.
The court, under the circumstances above, has no jurisdiction to pass
on the legality of the assessment of internal revenue taxes or to issue an
order restraining the assessment or collection thereof.
In two recent cases before the supreme court of errors for the state
of Connecticut the trustees in liquidation of the affairs of the Derby
Manufacturing Co. of Derby, Conn., raised the contention that, under
the provisions of the Connecticut law providing for the voluntary
dissolution of corporations, they were properly to be considered offi
cers of the court because they were subject to certain orders of the
court in the final winding up of the affairs of the company. This
matter is of general interest to the internal revenue service and for
that reason the facts involved, together with the material portions of
the opinions handed down by the court, are set forth below.
On February 27, 1919, Joseph Willmann et al., trustees in liquida
tion, petitioned the court for the issuance of an order limiting a period
within which all claims against the corporation should be presented
and for such additional orders from time to time relative to the wind-
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ing up of the affairs of the corporation as might be proper and neces
sary in accordance with the statutes of the state of Connecticut. On
the same date the superior court for New Haven County, Conn.,
issued an order providing that all claims against the Derby Manufac
turing Co. should be presented to said trustees within four months
from February 27, 1919. Among the claims presented pursuant to
this order was one of the United States, presented by James J. Walsh,
collector of internal revenue for the district of Connecticut, for
additional income, excess-profits, and war-profits taxes for the years
1916, 1917 and 1918; and also for taxes not then determined for
that portion of 1919 up to the date of the cessation of business by
such corporation.
On June 1, 1920, the trustees reported the claims of the United
States wherein they disallowed the major portion thereof. The court
entered an order approving the report and providing that written
notice should be given to the United States, through the commis
sioner of internal revenue, and to James J. Walsh, collector, that
unless the disallowed portion of the claim was made the subject of
application to the court for allowance within two weeks, the same
should be barred. Thereafter, the United States attorney for the
district of Connecticut filed a petition on behalf of the United States
for the allowance of the entire claim. On June 29, 1920, the trustees
in liquidation filed with the court an application for a restraining
order against the collector, asking that the collector be restrained
from interfering with their possession of the company’s property,
notwithstanding the fact that there was pending in this office a claim
in abatement covering the taxes in question, during the pendency
of which no distraint proceedings would have been carried out by
the collector. It was alleged that the trustees were officers of the
court and that an interference by the collector with their possession
would be a contempt of the court. Upon the hearing of this appli
cation, the superior court of New Haven County refused to grant
the restraining order. Thereafter, on September 20, 1920, the trus
tees filed another application for a restraining order and for instruc
tions from the court as to the duty of the trustees in relation to such
claims of the United States, and for a hearing by the court to deter
mine what taxes, if any, were due the United States. This appli
cation was made upon the theory that the trustees in liquidation
were officers of the court, in view of the fact that in winding up the
affairs of the corporation they were subject to the orders of the court,
and that, in order that proper instructions might be issued to them
in connection with the government’s claim for taxes, the court should
hear and determine the proper amount due and that the collector
should be restrained from taking any steps to distrain upon the
company’s property in the satisfaction of any sum in excess of
the amount the court should allow. On October 15, 1920, upon
hearing such application, the superior court was of the opinion that
it had no jurisdiction to hear and determine the claim of the United
States for taxes and that the assessment of the commissioner of
internal revenue was conclusive upon it. The court directed the
trustees to pay the government’s claim for taxes, authorizing them
to take steps to protect the estate of the corporation by way of claim
for refund and suit to recover back the taxes paid. Judgment was
therefore entered in favor of the United States. From this order and
judgment, and from the order denying the application of the trustees
dated June 29, 1920, an appeal was taken to the supreme court of
errors for the state of Connecticut as above indicated.
Under the Connecticut laws of 1918 (secs. 3446 and 3447), upon
voluntary dissolution of a corporation, upon vote of the stockholders,
the directors are made trustees in the liquidation of the affairs of
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the corporation. Such trustees may apply (sec. 3448) to the superior
court for the county in which such corporation is located for the
limitation of a period for the presentation of claims against the
corporation. Upon the limitation of such a period by the court,
it is provided that such trustees shall proceed to wind up the affairs
of the corporation under the direction of the court in the same manner
as if they were receivers. It is provided (sec. 3449) that any claim
not presented within the time limited shall be barred, unless the
owner thereof shall commence an action to enforce the same within
four months after notice from the trustees of rejection.
The matter was made the subject of two decisions of the court: (1)
Joseph Willmann et al., trustees in liquidation, v. James J. Walsh, collector,
wherein it considered whether such trustees were properly to be
considered officers of the court, and (2) In re application of Joseph
Willmann et al., trustees in liquidation, wherein the court considered
whether the lower court had jurisdiction to hear and determine the
legality of the assessment made by the commissioner of internal
revenue, and whether or not a restraining order should be issued.
The court said in the first case:
The plaintiffs were trustees in liquidation of the company with
such relation to the property as proceedings under the general statutes
(secs. 3447 and 3448) created. The plaintiffs claim that by such pro
ceedings they became receivers of the court in relation to the property
of the corporation, and hence that the property came into the custody
of the law.
The directors of a corporation acting as trustees in liquidation
under general statutes (sec. 3447 only) are obviously not receivers or
officers of the court. If such trustees, in the exercise of their discre
tion, make application to the superior court under section 3448 they
do not thereby change their relation to the property of the corpora
tion; they are still merely trustees in liquidation and not officers of
the court holding the property in the custody of the law.
There are provisions in the statutes and an absence of provisions relative
to the winding up proceedings by trustees under sections 3447 and 3448
which clearly indicate that it was not the legislative intent to make
them receivers by the enactment of section 3448 of the general statutes.
Under sections 3448, 3449, and 3450 the trustees may, in their discre
tion, secure an order of court limiting a time for presentation of
claims. But if a claim so presented is disallowed, the creditor, without
the necessity of securing the permission of the court, must begin an
action to enforce the claim within four months after disallowance.
This course of proceeding differs radically from that pursued upon
the disallowance of a claim in a receivership. Section 3448 of the
general statutes provides that if trustees in liquidation under section
3447 bring an application to the superior court for the limitation of
time within which claims must be presented, they shall still proceed to
wind up affairs of the corporation in accordance with the provisions
of section 3447. The provision of general statutes (sec. 3450) permit
ting a creditor, pending the winding up of proceedings of trustees in
liquidation, to secure the appointment of receivers of the corporation
in liquidation, would be a useless provision if the trustees were already
receivers and subject to the ordinary power of the court to remove its
receivers for good cause shown. There is no provision in the statutes
relating to trustees in liquidation providing that they shall furnish
bonds as is required of receivers by general statutes (sec. 6082).
That the trustees under this section are not, by their application to
the court to limit a time for the presentation of claims, made, by that
act, receivers of the corporation. They are still to wind up the cor
poration in accord with section 3447, but they may secure direction
from the court in the same manner as if they were receivers. Fur-
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thermore, it is hardly conceivable that it was the legislative intent, by
the enactment of section 3448, to permit the directors acting as
trustees, at their discretion, to convert an entire board of directors
into a board of receivers of the superior court with the unnecessary
expense thereby imposed upon the corporation and possibly upon the
creditors.
The winding-up proceedings of a corporation under sections 3447
and 3448, although under the direction of the court, are not the formal
proceedings of a statutory receivership, but are informal proceedings
which do not bring the assets of the corporation into the custody of
the law. The proceedings are similar to those considered in In re
Litchfield County Agricultural Society (91 Conn., 536).
*******
In the second case the court said:
We have held in the companion case heard with this case that the
trustees in liquidation acting under general statutes (secs. 3447 and
3448) are not receivers, and that their possession of the assets of a
corporation is not the custody of the law, and that the assets in their
hands are therefore subject to such procedure for the collection of
taxes in the United States as the laws of the United States permit.
The court, therefore, under this claim correctly refused to issue
the restraining order.
There was further presented to the trial court the request of the
trustees for instructions and for a hearing by the court to determine
what federal taxes, if any, were due.
Under the record and facts found, it appears that the collector of
internal revenue presented claims of the United States for taxes to
the trustees. The trustees in a supplemental report to the superior
court, filed June 1, 1920, reported these claims and stated that there
were five items of such claims and that the trustees had paid two
items and disallowed three items, and recommended the court to dis
allow the three items. The court on the same day, obviously pro
forma, disallowed the three items and ordered notice to be given to
the United States and its collector of internal revenue, as appears in
paragraph 2 of the finding, recited in the preliminary statement. Upon
notice to the collector of such disallowance, he appeared in court and
made application for an order that the claim of the United States for
taxes so disallowed be paid. The collector in his application alleged
that the three items of federal taxes in controversy were “duly assessed
by the proper authority in behalf of the United States.” In the
recommendation of the trustees to the court for the disallowance of
the three items of federal taxes there is no suggestion that such
assessment of federal taxes as made against the corporation, whether
legal or not, was not made by the proper authority of the United
States. The trustees moved that the court proceed to a hearing and
determination of the taxes legally due by the corporation to the
United States. The court ruled that it then had no jurisdiction to
hear and determine the amount of taxes legally due the United States
from the corporation. This ruling of the court was correct.
It is a necessary inference from the finding (par. 6) that the cor
poration had applied to the proper officials of the treasury depart
ment of the United States for the abatement of the taxes objected to.
Upon the record there was no question that the proper officials of the
United States had made an assessment of the taxes in question.
Section 5947 (sec. 3224 R. S., U. S.) of the compilation of the
United States statutes, 1916, provides that:
No suit for the purpose of restraining the assessment or collection
of any tax shall be maintained in any court.
Section 5949 (sec. 3226 R. S., U. S.) of such compilation pro
vides that:
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No suit shall be maintained in any court for the recovery of any
internal tax alleged to have been erroneously or illegally assessed or
collected, or of any penalty claimed to have been collected without
authority, or of any sum alleged to have been excessive or in any
manner wrongfully collected until appeal shall have been duly made
to the commissioner of internal revenue, according to the provisions
of the law in that regard, and the regulations of the secretary of the
treasury established in pursuance thereof, and a decision of the com
missioner has been had thereon: Provided, that if such decision is
delayed more than six months from the date of such appeal, then the
said suit may be brought, without first having a decision of com
missioner, at any time within the period limited in the next section.
These restrictions are binding upon state courts.—Collector v. Hubbard
(12 Wall., 1), reversing Hubbard v. Brainard (35 Conn., 563).
In Snyder v. Marks (109 U. S., 189, 195), the United States supreme
court held that in regard to the above provisions of the federal statutes—
The remedy of a suit to recover back the tax after it is paid is pro
vided by statute and a suit to restrain its collection is forbidden. The
remedy so given is exclusive, and no other remedy can be substituted for
it.—Hastings v. Herold (184 Fed., 759).
The facts found disclose that the federal taxes involved in these pro
ceedings have not been paid and that a claim for the abatement of said
taxes is pending before the commissioner of internal revenue, under sec
tion 5949 (sec. 3226, R. S., U. S.) of the compilation of United States
statutes, 1916. Under such facts, in accord with the terms of section 5949
(sec. 3226, R. S., U. S.) no suit, formal or, as here, informal, can be main
tained to recover back or to abate federal taxes in any court, state or
federal. Under section 5947 of such compilation no suit, formal or in
formal, can be maintained to restrain the collection of federal taxes.
Therefore, the superior court had no jurisdiction to pass upon the legality
of the assessment of the internal revenue taxes in question, or to issue a
restraining order relating thereto, because of the provisions of the United
States statutes quoted above.

(T. D. 3170. April 28, 1921.)
Income tax—Revenue act of 1916—Decision of court.
1. Income—Dividends Paid in Debenture Bonds.
A dividend paid in debenture bonds of the corporation is income to the
stockholders.
2. Dividends Paid in Debenture Bonds—Distinguished from Stock
Dividends.
Where a dividend is paid in debenture bonds, the stockholders receive
property in the form of securities available for disposition in the market,
and entirely severed or distinguished from their control of the property as
stockholders, which securities call for the payment of cash and do not
invest the holder with merely a different form of holding of stock.
3. Priority of General Creditors over Recipients of Dividend Paid in
Debenture Bonds.
There is no question between persons receiving a dividend paid in
debenture bonds and general creditors where the corporation is solvent,
and any priority one might have over the other is immaterial.
The appended decision of the United States district court, eastern dis
trict of New York, dated March 17, 1921, in the case of Richard R.
Doerschuck v. United States of America and three companion cases, is
published for the information of internal revenue officers and others
concerned.
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United States District Court, Eastern District of New York.
Richard R. Doerschuck, Ralph M. Thomas, Walter J. Doerschuck, George
C. Doerschuck v. United States of America.
[March 17, 1921.]
Chatfield, Judge: The plaintiff in each of the above actions has paid
income tax on one-quarter of an issue of debenture bonds of the North
American Brewing Co., which came into the hands of the plaintiffs because
of the ownership by each of 1,230 shares (or one-quarter) of the entire
capital stock of said North American Brewing Co. The directors of said
corporation had voted an issue of $738,000 of debenture bonds from a sur
plus or undivided profits amounting to $840,368.09, which had accrued
between 1906 and July 1, 1916.
The portion of the bonds representing surplus earned before March 1,
1913, was not taxed, and hence is not involved in these actions. The bal
ance, viz., $262,334.44, was assessed as income for the year 1916, during
which year each of the plaintiffs had received his one-quarter part of said
funds.
In the case of Eisner v. Macomber (252 U. S., 189) shares of stock
were issued in the form of a dividend to stockholders, leaving ownership
of the property in the stockholders the same as before the issuance; that
is, the property representing the value of the stock was the same, and the
only change was that each stockholder held two certificates representing
in the aggregate and in theory the same stock value as previously had
been represented by one certificate. It was held in that case that such
stock dividend was not equivalent, for the purpose of income tax, to the
payment of a dividend in property or in cash, and was not to be taxable as
income under the law of September 8, 1916, sections 1, 2, and 3.
The plaintiffs in the present action rely upon the case of In re Fech
heimer Fishel Co. (212 Fed., 357), which holds that debenture bonds, hav
ing the characteristic features of preferred stock, are, from the standpoint
of creditors of the corporation, when the corporation becomes insolvent, no
different than such preferred stock.
It would follow from this that for the purpose of liquidation or disso
lution of the corporation, or for consideration in insolvency or bankruptcy
proceedings, such debenture holders would not rank as general creditors.
Plaintiffs also cite the case of Cass v. Realty Securities Co. (148 App.
Div., 96), which held that bonds having a definite date and conditioned as
were the debenture bonds in the present action were for the purpose under
consideration in that case equivalent to preferred stock and should not be
considered as bonds in the usual meaning of that word.
It has been held in Peabody v. Eisner (247 U. S., 347) that a dividend
of shares in another corporation is taxable as income of the corporation
owning the shares and distributing it as a dividend in specie rather than
in money.
In Stratton’s Independence v. Howbert (231 U. S., 399), it was held
that the transformation of ores in a mine into cash proceeds through the
business of mining was a production of income in so far as net profits
were concerned, and that the amount by which the body of ore was reduced
should not be added as a part of the expenses of conducting the business.
This illustrates the difference between the production of income and the
mere changing of form in which capital may be owned by the individual
stockholder.
In Eisner v. Macomber, supra, at page 208, the court says:
The stockholder has the right to have the assets employed in the enter
prise, with the incidental rights mentioned; but, as stockholder, he has no
right to withdraw, only the right to persist, subject to the risk of the
enterprise, and looking only to dividends for his return.
It is apparent, therefore, in the present case that the plaintiffs received
an actual payment (in the form of securities available for disposition in
the market, and entirely severed or distinguished from their control of the
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property as stockholders) of profits which the company wished to dis
tribute as earnings to its stockholders. It did this by distribution of
obligations which, like a promissory note, called for the payment of cash,
and did not invest the holder with merely a different form of holding of
stock.
There is no question here between the persons receiving this dividend and
creditors as to priority of payment. Evidently, so far as these debenture
bonds are concerned, the corporation was solvent; and to whatever extent
they might be of value, this value was separated from any stockholders’
control of the corporation. As stated in Eisner v. Macomber, supra,
at page 212:
It is said that a stockholder may sell the new shares acquired in the
stock dividend, and so he may, if he can find a buyer. It is equally true
that if he does sell, and in doing so realizes a profit, such profit, like any
other, is income, and so far as it may have arisen since the sixteenth
amendment, is taxable by congress without apportionment.
The debenture bonds in the suit at bar fall into the class of stock sold
rather than stock held in a continued status of shareholder.
The complaints should be dismissed.

Herbert Meade Cherry
Lt.-Col. Cherry, president of the Institute of Chartered Accountants
of Manitoba in 1913, died in Shaughnessy military hospital, Vancouver,
July 6, 1921.
Lt.-Col. Cherry went overseas in 1914 with the 8th battalion, C. E. F.,
and after service in France was transferred to the auditor-general’s de
partment in London, where his accounting ability enabled him to render
valuable service to his country.

Richard Mitchell Bateman
Richard Mitchell Bateman, member of the American Institute of
Accountants, certified public accountant of Virginia and member of the
Virginia Society of Public Accountants, died at Norfolk, Virginia, July 23,
1921. Mr. Bateman was well known to accountants in Virginia and neigh
boring states. He was always interested in Institute and society affairs.

Missouri Society of Certified Public Accountants
At the annual meeting of the Missouri Society of Certified Public
Accountants held in Kansas City, June 10, 1921, the following officers
were elected for the ensuing year: president, Edward Fraser; first
vice-president, V. H. Stempf; second vice-president, Page Lawrence;
secretary, F. A. Wright; treasurer, E. H. Wagner.
S. S. Barnard announces the opening of an office at 486 California
street, San Francisco, California.
A. G. Hase announces the opening of an office at 407 Belding
building, Stockton, California.
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Note—In presenting these answers to the auditing questions of the
American Institute examination of May, 1921, the editor of this department
wishes to caution the reader against assuming that the answers are official.
The board of examiners has not seen the answers, still less approved them.
AMERICAN INSTITUTE OF ACCOUNTANTS
Examination in Auditing
May 18, 1921, 9 A. M. to 12:30 P. M.
Answer all of the following questions:
1. You are engaged to make a balance-sheet audit of the A. B. Co.,
a corporation trading in certain patented machines, of which it owns the
patents, and in certain accessory materials necessary to their operation.
The company owns no plant but buys its stock-in-trade from the actual
manufacturers. The bulk of its business consists of outright sales, but it
also leases some of its machines at a nominal rental under contracts which
bind the lessees to buy from itself all the accessory materials. It owns four
patents, which are 20, 19, 18 and 5 years old respectively. For the first
three patents it gave practically all of its capital stock and some cash;
the remaining patent covers valuable improvements on the original ma
chines invented by one of the officers and is assigned to the company
without compensation, but the company has charged the expenditures,
including part of officers’ salaries, on these improvements to the property
account. No amortization of the patents has ever been charged off.
On your arrival at the company’s office on January 15, 1921, the follow
ing balance-sheet of December 31, 1920, is handed to you:
BALANCE-SHEET—DECEMBER 31, 1920
Assets
(a) Cash: in banks ..................................................................... $....
“ petty cash fund .................................................. $. ... $....
(b) Notes receivable: trade, officers’ and other, mingled in
one account without distinction .....................................
$....
(c) Accounts receivable: trade, officers’ and other, not classi
fied and no provision for bad debts ......................
$....
(d) Investments: stocks, treasury stock and Liberty and other
bonds, at cost, which is higher than present market value
$....
(e) Inventories: from perpetual inventory book, no actual in
ventory ever having been taken ....................................
$....
(f) Contract machines: machines leased under contract, the
cost values thereof being about 25% of the total amount
charged to this account, the difference being said to be
the cost of building up this particular part of the business
in past years ............................................................ ........
$....
(g) Property account, includes cost of patents, expenditures
for improvements thereon, patterns, designs, office fur
niture and fixtures, etc., not classified in any way......... $....
Total assets ..................................................................
$....
Liabilities
(h) Notes payable: trade andbanks, notclassified .................... $....
(i) Accounts payable: trade .................................................. $....
Total liabilities ...........................................................
$....
(j) Capital stock: authorized andoutstanding ........................... $....
Surplus .................................................................................. $....

Net worth .........................................................................
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State how you would proceed to verify each item of the foregoing
balance-sheet, in view of the facts submitted, and also what steps, if any,
you would require the company to take before you would sign an unquali
fied certificate.
(Number each answer to correspond with the item number on the
balance-sheet.)
Answer to Question 1. (a) Each bank should be asked for a statement
showing the balance in bank on January 15, 1921, and on December 31,
1920.
Bank reconciliations should be made as of January 15th,
and the cash book transactions for the first half of January vouched
and footed, the disbursements for the fifteen days being added to
the balance at January 15th and the receipts deducted, thus proving
the balance as of December 31st. A bank reconciliation for each
bank should then be made as of December 31st. Inquiry should be made
to determine whether there are any liens against the bank deposits or
whether they may be checked against at the option of the management.
All bank balances should be verified at the same time so as to prevent
transfers from one bank to another in an attempt to cover a shortage.
The petty cash fund should be counted on the 15th of January; the
cash in the fund and the petty vouchers for disbursements since the last
replenishment should equal the round amount established for the fund.
The transactions since the end of December should be taken into con
sideration in determining the amount of the fund at December 31st, and
if the fund was not replenished at that date and the expenses charged
up the auditor should make adjustments to place all of the December
expenses on the books and reduce the fund appearing in the balance-sheet
to the actual cash on hand at the end of the year.
(b) The notes receivable account should be analyzed to determine the
amount due from trade debtors, from officers and from others, and these
should be separately shown in the balance-sheet. An inspection of the
notes on hand should be made to ascertain whether the balance of the
account is represented by actual notes. If this inspection shows that any
notes carried in the notes receivable account are past due, they should be
taken out of the notes receivable account and shown on the balance-sheet
as notes receivable past due. Until recently it was standard practice to
charge back dishonored notes to the debtors’ personal accounts and allow
them to remain there, but the modern tendency is to charge them to a
dishonored notes account. When this is done they may be passed through
the debtor’s account to show the fact of dishonor for credit purposes.
If past-due notes are found, the question of a reserve for possible loss
should be considered.
The credit side of the notes receivable account should be analyzed to
see whether it has been the practice to credit this account when notes are
discounted. If this proves to be the case, it is important to determine the
amount of unmatured notes still outstanding under discount and to show
this contingent liability on the balance-sheet. At the same time the auditor
should find whether there are any matured notes which have been dis
counted and have not been paid by the makers, as these will probably
have to be paid by the client.
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(c) The accounts receivable due from trade debtors should be separated
from those due from officers and others for several reasons. In the first
place, there is no probability of an officer’s account being paid promptly,
for it is not subject to credit terms as in the case of accounts receivable
from customers. Hence an officer’s account is not a true current asset
and it should not be merged with the current asset of accounts receivable
in the balance-sheet. In the second place, the ratio between accounts
receivable from trade debtors at the end of the period and the sales
made during the period is an indication of the age of the accounts and
the promptness with which credit sales are being collected. If officers’
accounts are included with the trade accounts, this ratio is disturbed and
a greater proportion of sales will appear to be uncollected than is really
the case. In the third place, the stockholders who examine the balancesheet are entitled to the information that the funds of the company are
being tied up in advances to officers.
The individual accounts should be scheduled and the total of the
schedule should agree with the controlling account, if one is kept. If it
is possible to obtain the consent of the management, the trade debtors
should be circularized as this is the only positive way to verify the
balances. If the concern sends out consignments, the method of recording
them should be investigated to see whether consignees are treated as
customers and consignments are put through the books as sales and
charged to trade debtors’ accounts. If this is found to be the case, a
statement should be called for from each consignee; any sales of con
signed goods made by the consignee prior to December 31st and not settled
for by him at that date should be shown as accounts receivable, and the
goods unsold in his possession should be included in the inventory. Inquiry
should be made to ascertain whether it is the practice to assign accounts,
as there may be a contingent liability arising out of such transactions.
In determining the proper reserve to set up for bad debts, it will
probably be impossible to apply any percentage method because of the
fact that no reserve has been set up in the past; this indicates laxness
in accounting for bad-debt losses and where such laxness exists the auditor
will be unlikely to find data showing past losses which he can utilize in
estimating future losses. It will therefore be necessary to make an
examination of each customer’s account to determine the probability of
its collection. In making this examination, the age of the account will
be an important fact to consider, but the auditor should not be satisfied
by merely finding entries of a recent date. He should note whether the
balance of the account is represented by these recent entries or whether
there are old, unsettled items running back for some time and followed
by recent, paid invoices. If this is the case, there is evidence that the
old items are in dispute and may never be collected. Of course, this is
not conclusive evidence, but the auditor should make inquiry as to the
cause of such an unusual condition. Even when this condition does not
exist and recent collections have been made, the collections may be so
small in comparison with the balance as to indicate that the collection of
the entire balance is doubtful. In setting up the reserve, a charge should
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be made to surplus for losses on accounts arising from sales of prior
periods, and a charge to profit and loss for losses arising from sales of
the current period.
(d) The investment securities should be inspected by the auditor, or
if they are out as collateral the holders should be asked for a con
firmation certificate. The amount of treasury stock will be verified in
connection with the investigation of the capital stock accounts, the stock
ledger and the stock certificate stub book which is made for the purpose
of verifying the outstanding stock. All securities should be examined at
the same time, and preferably at the earliest possible opportunity after
beginning the audit. While examining the bonds, the auditor should note
whether any coupons due at a future date have been detached.
The valuation of the stocks and bonds of other companies will depend
on whether they are temporary or permanent investments. When securities
are held as stock-in-trade, which is evidently not the case here since
the company is dealing in machines and accessory material, the securities
should be valued in accordance with the general inventory rule of cost
or market, whichever is lower. If they are not stock-in-trade, but are
held as temporary investments with the intention of converting them
into cash when current funds are needed, they are still current assets
and their valuation on the balance-sheet should reflect any decline in
market value; any loss should be absorbed in the revenue account for
the year in which the decline took place. If the securities are permanent
investments and there is no intention or likelihood of converting them at
current prices, there is no obligation to take up a mere book loss; the
case then becomes analogous to fluctuations in the market value of
fixed assets. While the loss need not be taken up in the accounts, it is
desirable to show present market values in the balance-sheet, and this may
be accomplished by showing the present values in parentheses. If bonds
have been purchased above or below par, the auditor should see that the
premium or discount is being amortized.
There is a difference of opinion as to the proper value to be given to
treasury stock for balance-sheet purposes. In this connection, Mr. Mont
gomery says:
“If purchased by the corporation, cost price is the correct basis of book
entry; if acquired by gift, opinions differ as to the form of entry. The
best authorities sanction the setting up of the stock as an asset at par
value, offsetting this entry by the creation of a reserve or surplus account
which is designated as a capital item, and is clearly differentiated from the
surplus which arises out of profits or which is available for dividends.
. . . For the purpose of a balance-sheet the auditor should use his
discretion and place such a value upon the stock as in his opinion reflects
its actual value.”
On the same point, Mr. Walton wrote as follows:
“The debits to treasury stock account when stock is acquired, should
be for the par of the stock irrespective of whether the purchase price was
par, or more or less than par, or whether the stock was donated. It is
contended by some accountants that it should be put into the account at
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cost or at its estimated market value. Such persons seem to consider
the purchase of its own stock by a company as similar to the investment
of money in the stock of an independent company. In reality, treasury
stock is a reduction of the capital stock for the time being. In the
balance-sheet, it should always be shown as such by being deducted from
the total capital. In this way the total capital is shown, and at the same
time the actual stock outstanding. If the treasury stock is carried in
any other way than at par, this offset cannot be made, since offsetting
items must be of the same character.”
If the treasury stock was purchased at more than par, the excess
should be charged to surplus since the payment included a distribution of
a portion of the surplus to the stockholders. If the payment was less
than par, the difference should be credited to a reserve or to capital
surplus, since the gain did not arise from regular operations.
(e) The perpetual inventory should not be accepted, particularly in
view of the fact that no actual inventories have ever been taken not
withstanding the fact that the company is apparently at least twenty years
old as indicated by the age of its oldest patent. The auditor should insist
upon an actual inventory for balance-sheet purposes, and should recommend
that the book inventory be corrected in the light of the actual inventory.
The inventory may be taken on January 15th or as soon as possible there
after, and adjusted as to quantities at December 31st by reference to the
perpetual inventory for purchases and sales since the first of the year.
After the physical inventory has been taken, the auditor should inspect
a few of the items himself to see that the inventory has been taken in
good faith and is not merely a transcript of the balances of the perpetual
inventory. As the concern does no manufacturing itself but purchases all
of its stock-in-trade, there will be no raw material nor finished goods,
and no problem in the valuation of goods in process. The finished goods
will comprise the entire inventory and these should be valued at invoice
cost or market value at December 31st.
(f) In verifying the existence of the contract machines it would be
essential to inspect the contracts, and it might be desirable to write to
the parties supposed to be holding the machines to obtain their confirmation.
This would detect any contract cancelations. It would also be desirable
to compare the contract lessees with the accounts receivable to see whether
the parties holding the machines are actually buying accessory materials
in accordance with the terms of the contract.
As to the valuation of the account, the seventy-five per cent. said to
represent the cost of building up this particular part of the business in
past years, should certainly be taken out of the account, as it is in the
nature of goodwill and not physical property. The remaining twenty-five
per cent. should be subjected to depreciation, the amount of which would
depend upon the nature and age of the machines.
After the seventy-five per cent. intangible element in the account has
been taken out, the question arises as to whether it should be set up
elsewhere as an asset. If it is an asset at all it is in the nature of goodwill.
It cannot properly appear as an asset unless it represents specific expendi-
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tures made with the intention of developing a continuous business. There
fore an inspection should be made of the books of original entry where
these charges were recorded to ascertain their nature. If the expenditures
are found to have been mere current expenses of the year when the charge
was made, the seventy-five per cent. element should be charged off to
surplus. If the charges were really development expenditures the auditor
should see whether they are proving to be productive. The best evidence
of this will be obtained by the examination of the customers’ accounts
already suggested, to see whether the holders of the contract machines are
an important and productive class of customers.
(g) The property account should be subdivided into accounts with
patents, patterns and designs, office furniture and fixtures, etc.; hence the
account should be analyzed and working papers set up to show the classi
fication. This analysis will probably disclose a great many charges for
expenditures which should never have been capitalized in the first place
and which must now be charged off to surplus.
Having established the actual cost of the various patents, the question
of amortization or depreciation immediately arises. Patents expire in
seventeen years, although their effective life may be extended by new
patents covering improvements of so vital a nature as to virtually amount
to a new patent on the entire device. If the improvements covered by
the new patent are of such a nature as to safeguard the original patent
against infringement, any residual value remaining after writing down
the original patent one-seventeenth each year to the date when the new
patent was obtained, may be spread over the life of the new patent.
Assuming that the patent obtained five years ago was of this nature, the
situation would seem to be as follows:
The first patent, obtained twenty years ago, was fifteen years old when
the last patent was obtained. Therefore, 15/17 of the cost of the first
patent should have been written off five years ago, and must be written
off now. Considering that the new patent virtually renews the old ones,
the residual value of 2/17 which existed five years ago could be spread
over the life of the new patent. Since the new patent is now five years
old, 5/17 of its cost plus 5/17 or 2/17 of the cost of the first patent
should be written off as depreciation during the last five years.
The second patent was obtained nineteen years ago. It was fourteen
years old when the fourth patent was obtained. Hence 14/17 of its cost
should have been written off five years ago; 3/17 could have been carried
forward to be written off during the life of the fourth patent, but 5/17
of this amount should now be written off to cover the depreciation during
the past five years.
The third patent was obtained eighteen years ago. It was thirteen
years old when the fourth patent was obtained. Hence 13/17 of its cost
should have been written off at the end of fifteen years and 4/17 could
have been carried forward; but 5/17 of the amount carried forward should
be written off as depreciation during the last five years.
In making the entries writing off the patents, the portion applicable
to 1919 and prior years should be charged to surplus, and the portion

218

Students' Department
applicable to 1920 should be charged to profit and loss. The condition
would be as follows:
Condition five years ago:
Amount which
Amount which should
Age when latest
could have been
have been charged to
carried
patent was taken
surplus during first
fifteen years
forward
15/17
2/17
First patent .... 15 years
14/17
3/17
Second patent .. 14
13/17
4/17
Third patent ... 13 “
The patent account as of five years ago should have had a balance
equal to:
2/17 of the cost of the first patent, plus
3/17 of the cost of the second patent, plus
4/17 of the cost of the third patent, plus
the entire cost of the fourth patent.
This amount should be written off over seventeen years, and five-seven
teenths thereof should be written off by December 31, 1920.
The question states that the company had charged all expenditures,
including part of the officers’ salaries, on these improvements to the
property account. As the officer assigned the patent to the corporation
without compensation, he was evidently working for the company in
perfecting the improvements, and hence at least a portion of his salary
would properly be charged to the patent account. However, the question
uses the plural, “officers,” indicating that a portion of the salaries of
several officers were charged to the patents account although the work
was done by one officer. The auditor should investigate this point. Hav
ing determined the total amount which should properly have been in the
patents account five years ago, a charge should now be made to surplus
for 4/17 of this amount and to profit and loss for 1/17 thereof.
In connection with patents, Mr. Montgomery says: “Patents are
granted in this country for seventeen years, so that a proportionate part
of their cost should be charged off periodically to provide for the writing
off of the entire cost by the expiration date. In many cases a residual
value remains through the building up of goodwill in connection with
the handling of the patent, but this is a different class of asset, and the
auditor is not justified in ignoring the diminishing period.”
While it is true that the auditor would not be justified in disregarding
the depreciation of the patents, it seems to me that it would not be fair
for him to insist upon writing off the patents while ignoring the residual
element of goodwill. Since this company gave the greater portion of its
stock as well as some cash for the original patents, it is probable that
at the present time its capital is largely tied up in them. If the patents
have expired and no other asset has come to take their place, the writing
off of the patents may result in the creation of so large a deficit account
as to indicate that the capital stock is nearly or quite valueless. But the
stock can not be said to be valueless if the operations produce a reasonable
profit annually, sufficient to constitute a fair return on the entire out
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standing stock. If this is the case, it seems evident that while the patents
have been diminishing in value some other asset has been developing which
is producing profits, and this asset is unquestionably goodwill. In my
opinion, therefore, the auditor would be justified in setting up a goodwill
account, provided he is guided by the following restrictions. He should
ascertain the profits for the past few years, including all expenses of
depreciation, patent expiration, etc., as operating charges, and see whether
these profits are a fair return on the stock. If so, the stock would seem
to still have a value since the business regularly produces a fair return
on the original investment. Therefore, the difference between the stock
and the net assets would appear to be goodwill, and actual goodwill
because it is producing profits.
However, goodwill should not be put on the books unless it has been
paid for. In this case the expenditure was originally made for patents,
and these patents have left a residual value in the form of goodwill. Hence
the original expenditure may now be said to have been made for the
acquisition of goodwill; but no more than the original expenditure. There
fore the amount to be set up as goodwill may not exceed the smaller of
two items: that portion of the payment for patents which has now been
written out of the patents account; or an amount which will raise the
net assets or capital to a fairly capitalized value of the net earnings.
And it should be remembered that there is a question of goodwill in con
nection with the seventy-five per cent. of the property account purporting
to represent expenditures in developing the business. The two items of
goodwill, from patent and development expenditures, must not exceed the
limits just set down.
The patterns should be written down to a proper, depreciated value
of those still in use; obsolete patterns should be entirely written off.
The furniture and fixtures account should be depreciated to a fair value
of the assets still in use.
(h) The Federal Reserve bulletin on the preparation of balance-sheets
recommends the following classification of notes payable:
Acceptances made for merchandise or raw material purchased;
Notes given for merchandise or raw material purchased;
Notes given to banks for money borrowed;
Notes sold through brokers;
Notes given for machinery, additions to plant, etc.;
Notes due to stockholders, officers and employees.
This classification might well be followed in this case.

An attempt should be made to determine whether there are any
unrecorded notes. One method is to obtain a list of the banks and
brokers with whom the concern is accustomed to deal, and ask them
for a list of the paper discounted with them or sold through them. An
other method is to analyze the interest account, and ascertain whether
there is a recorded note corresponding to each interest payment.
(i) The individual accounts payable should be compared in total with
the controlling account. The statements from creditors as of December 31st
should be compared with the ledger accounts, and if statements are not
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presented to the auditor they should be demanded, even if this necessitates
sending to the creditors for duplicate statements. Entries in the voucher
record for January, 1921, should be examined and compared with the
invoices to determine whether they should have been recorded in December.
If receiving records are kept, these will be of assistance in locating
purchases made and received in December and not recorded until after
closing the books at the end of the year. If any items of this nature are
found or if there are accrued liabilities at the end of the year, adjusting
entries should be made to put them on the books as of December.
(j) The capital stock outstanding should be verified by deducting the
balance of the unissued stock account, if there is one, and the treasury
stock account from the capital stock account. The stock thus indicated
to be outstanding should be proved by listing the balances of the stock
holders’ ledger and the open stubs of the stock certificate book. The
amount of outstanding stock will thus be shown in three ways and all
three should agree.
The surplus will be directly affected by the changes and adjustments
in the various asset accounts and by a general analysis of the surplus
account to see whether all entries therein are warranted. Any entries
for anticipated profits or other unjustifiable credits should be eliminated.
After making an examination of the profits for 1920, and carrying them
to surplus, the balance to appear in the balance-sheet will have been
ascertained and verified.
2. You are called upon to audit the accounts of December 31, 1920,
of a company incorporated in the state of New York, which owns all
the capital stock of two other companies, one incorporated in Great
Britain and the other in Russia.
No reports have been received from the Russian company since De
cember 31, 1917. All the intercompany transactions have been recorded
on the books at the pre-war rates of exchange. Before giving an unqualified
certificate to the consolidated balance-sheet of these companies at Decem
ber 31, 1920, on what basis would you require the accounts to be stated
in regard to fluctuations in exchange and possible loss on Russian assets,
assuming that the balance-sheet of each company revealed the following
assets and liabilities?
Goodwill
Capital stock
Plant and equipment
Accounts and notes payable
Inventories
Surplus
Accounts receivable
Cash
Answer to Question 2. Before preparing a consolidated balance-sheet
embracing the assets and liabilities of the parent company and its two
subsidiaries, it would be essential to audit the books of all three companies,
or to accept the certified statements of a reputable foreign auditor. This
is out of the question in the case of the Russian subsidiary and this reason
alone would be sufficient grounds for declining to certify to a consolidated
balance-sheet. The consolidation of the Russian assets and liabilities
would be out of the question any way because the consolidated balancesheet would be supposed to show the condition at December 31, 1920, and
no statement has been received from Russia since December 31, 1917.
The best thing to do would be to consolidate the balance-sheets of the
holding company and the British subsidiary and show an account “Invest

221

The Journal of Accountancy
ment in Russian Subsidiary—Net Assets at December 31, 1917.” As this
asset is of doubtful value, if not wholly valueless, a reserve should be
created out of the holding company’s surplus for the entire amount of
the investment account at December 31, 1917. The investment account
should be entered short on the consolidated balance-sheet and the reserve
deducted, no amount being carried out to the asset column. This shows
the condition fully and provides for the entire possible loss.
The indiscriminate use of pre-war rates of exchange is unjustifiable.
Although the exchange situation is badly disturbed at the present time due
to abnormal conditions, the mere fact that the conditions are abnormal
does not justify a departure from the standard accounting principles gov
erning the conversion of foreign assets and liabilities. Current assets in
a foreign country are worth to a parent company or a home office only
what could be obtained for them at current exchange values. The fact
that these values are abnormally low ought to be recognized. The cause
of the low value is immaterial.
Fixed assets should be valued at the rates prevailing at the time when
the assets were acquired. Fixed asset values are not supposed to be
affected by market fluctuations and this rule applies as much to exchange
fluctuations as to other market fluctuations. The goodwill and the plant
and equipment accounts on the subsidiary’s books should therefore be
valued at the dollar cost of the pounds sterling expended for them, using
the rate current at the date when they were acquired. If these assets were
owned by the subsidiary at the date when the holding company acquired
the subsidiary stock, that date would be used to determine the rate appli
cable for conversion.
Current assets and liabilities should be valued at current rates because
the amount which can be realized from current assets and the amount
which will be required to pay current liabilities is directly affected by
the prevailing exchange rate.
The question of the rate to apply to the conversion of the capital stock
and surplus accounts of the subsidiary is somewhat more complex. If
the holding company has carried its account with the investment in the
stock of the British subsidiary in the approved manner, it has charged the
account with the purchase price of the subsidiary stock and with all of the
profits of the subsidiary, and it has credited the account with the dividends
received from the subsidiary and with any losses which the subsidiary
has suffered. These entries for profits, losses, dividends and other inter
company transactions should have been made after giving due considera
tion to the current exchange rates in ascertaining profits. If this con
sideration of current exchange rates had been given, the investment account
on the holding company’s books would represent the sum of two elements:
the value of the net assets of the subsidiary at December 31, 1920,
after making conversions at the rates indicated above;
any goodwill paid for at the time of acquiring the stock.
Since the intercompany transactions have been carried through the ac
counts at pre-war rates, the balance of the investment account on the
holding company’s books will represent
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the value of the net assets of the subsidiary at December 31, 1920, at
pre-war rates;
any goodwill paid for in acquiring the stock.

It is therefore necessary to adjust the investment account by writing it
down and charging the holding company’s surplus an amount sufficient to
reduce the net assets from pre-war rate values to proper values. After
this has been done the British balance-sheet should be drawn up in
dollars by converting the assets and liabilities at the proper rates, and by
absorbing the adjustment in the British company’s surplus account. The
consolidated balance-sheet working papers can then be prepared. That
portion of the investment account on the holding company’s books which
represents the present value of the foreign net assets, should be eliminated,
the balance of the investment account being carried out as goodwill.
As an offset to these eliminations the same amount should be deducted
from the capital stock and surplus of the subsidiary. As the entire net
assets of the subsidiary are taken up, the entire capital stock and surplus
accounts of the subsidiary will be eliminated. None of the British surplus
will be carried to the consolidated balance-sheet because its earnings have
already been taken up by the holding company in its own surplus account.
If the holding company has carried the investment account at its orig
inal cost without passing profits, losses and dividends through it, the
procedure will be somewhat different. The investment account will in
that case not purport to show present values of the foreign net assets,
and no adjustments need be made in the investment account and the
holding company’s surplus on account of the fluctuation in rates. The
book value of the stock at the date of acquisition should be eliminated
from the investment account, and the balance carried out as goodwill.
The subsidiary’s balance-sheet should be converted at the rates already
discussed and the surplus account restated accordingly. The subsidiary’s
capital stock and surplus as shown in the converted balance-sheet will
then show the present value of the net assets. The entire amount of
capital stock should be eliminated, and the amount of surplus at the
date of the acquisition of the stock should also be eliminated. The remain
ing surplus carried out to the consolidated balance-sheet will represent
the increase in surplus since the acquisition of the stock, after giving
proper consideration to the change in rates of exchange.

3. In auditing the accounts of a stock broker, what would be the first
matters to which an auditor should direct his attention? Give reasons
for your answer.
Answer to Question 3. The first things to do in the audit of a stock
broker’s accounts are:
Count the cash on hand and reconcile the bank accounts;
Verify the securities on hand;
Send confirmation forms to all parties holding securities borrowed,
deposited with them as collateral for loans, or in their hands as
transfer agents;
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Send statements to customers and other brokers with whom the client
does business showing long and short stock balances and money
balances, requesting confirmation of the statements or data for
reconciliation.
These things should be done first because they affect items which are
subject to most frequent change and which should therefore be verified
immediately before changes occur.

4. In auditing the December 31, 1920, balance-sheet of a textile mill,
you find that there are large contractual obligations for the purchase and
future delivery of raw cotton at prices considerably above the market
price at that date.
Draft a letter to the client outlining your reason for wishing to qualify
your certificate, if no allusion is to be made in the balance-sheet to the
foregoing fact, and suggesting alternative methods of statement which
would meet with your approval and enable you to append a clear certificate.
Answer to Question 4 Gentlemen: In the course of the audit of your
accounts for the year ending December 31, 1920, I find that at that date
there were a number of large purchase commitments for goods ordered
during the latter part of 1920 under contracts for future delivery and that
these goods were not delivered prior to December 31. If the market
price of the goods thus contracted for had not declined between the dates
of the contracts and the end of the year, it would not be necessary to
give any consideration to the contracts in preparing the balance-sheet as
of December 31, 1920. But the fact that the market prices have declined
makes the matter very important. If the goods had been delivered prior
to the close of the year and were still in the inventory at that date, they
would have been charged to your purchases account at one figure and
would have to appear in the inventory at a smaller figure. This would
mean that 1920 would absorb the loss arising from the decline in market
values, and rightly so, since the loss was caused in that year by buying
goods which decreased in value.
The situation is essentially the same even though the goods have not
been delivered. You contracted in 1920 to take certain deliveries of raw
cotton at fixed prices which are in excess of the present market. These
contracts will be a source of loss to you and you ought to take up the
loss in the year in which it was incurred. Clearly the loss was incurred
in 1920 because you entered into the contracts during that year and the
market decline took place during that year.
Before an accountant can append an unqualified certificate to a balancesheet purporting to show the financial condition of a business at the end
of a year, he must be assured that all losses incurred during the year
have been provided for. Therefore I suggest that a journal entry be made
debiting profit and loss and crediting a reserve for estimated loss on
purchase commitments. The amount of the reserve should be the differ
ence between the contracts for undelivered goods and the market value
of the goods at December 31, 1920.
If you prefer to have me do so I should be willing to show under the
classification of inventories an item “Goods ordered in 1920 for delivery
in 1921—market value $....,” and on the liability side of the balance-
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sheet an item “Purchase commitments for future delivery, $....... ” Thus,
the item would appear on the asset side at market values at December 31,
and on the liability side at contract prices. The difference would, of
course, have to be absorbed in the profit-and-loss account.
Yours very truly,
5. When conducting an audit of the accounts of a corporation, you find
that no allowance has been made for depreciation on buildings, machinery
and plant, and on inquiry you are met with the statement that the appre
ciation on real estate offsets any depreciation that may have taken place
in the physical plant.
Prepare a memorandum for submission to the board of directors, setting
forth your views on the subject.
Answer to Question 5. The depreciation on buildings, machinery and
plant cannot properly be offset against an increase in the market value
of the real estate. In the first place, depreciation is an expense which has
actually accrued due to the use of the property and to the lapse of time,
while the appreciation in real estate is an unrealized profit and one which
will probably not be realized due to the fact that the real estate is not
to be sold. In the second place, the depreciation is an operating expense
which must be taken into consideration in determining the operating profits
for the period; the appreciation in the value of the real estate, even if
it had been realized by a sale, would be an extraneous profit not arising
from regular operations. An actual operating expense should not be
offset against an unrealized extraneous profit.
6. A firm having several branches maintains in its ledger an account
with each branch, and charges to such account all goods sold to the agent
for stock, accounts receivable arising from sales by the branch within
its territory and cash collected by the branch. At the end of the year
the balance of each branch is treated as an ordinary account receivable
and is included in the general debts due the firm. In certifying the accuracy
of the firm’s balance-sheet, would you pass such accounts receivable?
If not, state what objections there are to this method and how you would
deal with the accounts.

Answer to Question 6. After the agency or branch account has been
charged with goods sent for stock, it should not also be charged with the
receivable arising from sales unless it is credited with the goods sold,
and it should not be charged with cash received from customers unless
it is credited with the accounts receivable collected. The proper method
is to charge the branch with goods shipped to it for stock, and credit
the branch with cash collected by the branch and remitted to the home
office. At the end of the period the branch profit should be ascertained
and credited to branch profit and loss and charged to branch current
account on the home-office books. This is probably what is meant by
the question, as this method will result in a branch current account at
the end of the period equal to the amount of stock, accounts receivable and
cash at the branch, minus any accounts payable.
In preparing a balance-sheet for the firm as a whole, the accounts
receivable, merchandise and cash at the branches should be consolidated
with the similar items at the home office. It would be just as incorrect
to show branch merchandise and cash as accounts receivable in the balance
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sheet as it would be to show home-office merchandise and cash as accounts
receivable.
The branch is not a debtor of the home office and the total of the assets
in the possession of the branch belong to the firm and should be shown
in detail on the firm’s balance-sheet.

EFFECTIVE INTEREST RATES
Editor, Students’ Department.
Sir: I have read with great interest some of the articles in the
students’ departments referring to the solution of actuarial problems.
Several suggestions contributed by the readers contained solutions based
on algebraic formulas.
To fully understand the articles referred to above a fair knowledge
of algebra is necessary, yet all the authors anxiously tried to avoid the
use of logarithms. It is an established fact that logarithms are among
the main pillars of mathematics and it seems to me that the theory of
logarithmic calculations is a section of the mathematical science which is
very easily understood and applied to practical problems. Therefore, I
cannot but ask, “Why is it that so many authors prefer to use complicated
algebraic solutions instead of taking refuge in logarithms?” It is much
easier to memorize a formula or to keep a record of same in a notebook
and to travel with Vega’s logarithmic tables, than to rely on “N’s bond
values,” “X’s actuarial tables” and similar publications. For fear of
being misunderstood, I want to state that I do not mean to question the
value of solutions which do not require any knowledge of algebra. On
the other hand, I would hesitate to accept the solution of a complicated
actuarial problem by an accountant who has never penetrated into this
branch of the mathematical science.
Among the problems in actuarial work, the finding of the percentage
offers the greatest difficulties. In most cases the percentage is calculated
by a process of approximation. The reason for this lies in the fact that
a direct solution is almost out of the question if the number of years
entering into the problem exceeds seven; this because an equation of the
N-1 degree, wherein N stands for the number of years, would have to be
solved and a reliable theory, that is a rule for practical solutions of
equations of high degrees, has not been found as yet. (Excepting the
theory of Graef and Encke, Berlin astronomic annual 1841, which is
very cumbersome, and the theory of Gauss, which refers to equations con
sisting of only three members.
However, it is possible to obtain a very close approximation of the
percentage by a direct method discovered by R. Schurig, whose formula
is as follows:
n-1
3 (n + 1)
200 (n X a — b)
b
P =--------------------- X ----(n + 1) b
nXa
wherein p = percentage, or rate
n = number of periods
a = annuity
b = present value of annuity
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The value of the above formula will be appreciated if one compares
the actual percentage with the result obtained by the formula in the
following problem.
The present value of an annuity of $1,000 for ten years (10 payments)
at 5% interest is $7,721.73. Assuming that the rate is unknown a close
approximation can be obtained by the formula. If the present value,
$7,721.73, is used and substituted for b in Schurig’s formula, the latter
will read:
10-1
200 (10 X 1,000 — 7,721.73)
7,721.73
p =----------------------------------- x ------------(10 + 1) 7,721.73
10 X 1,000

3 (10 + 1)

9

200 (10,000 — 7,721.73)
7,721.73
=----------------------------- x ------------11 X 7,721.73
10,000

33

9

33

(455,654)
X 0.772173

(84,939.03)
log. 455654
log. 84939.03

e
f
= 5.6586352
= 4.9291071

log. d

= 0.7295281

log. e

= 9.8877146—10

d

log. e
log. log. e
log. 9

log. 33
log. log. e2
log. e2

log. e2

log. d

= 0.7295281

= —0.1122854
= 9.0503233—10
= 0.9542425

0.0045658
= 1.5185139
= 8.4860519—10
= —0.0306233

= 9.9693767—10

log. e2 = 9.9693767
log. p

= 0.6989048

p =4.99925%
The above is as nearly correct as is possible, because the amount of
$7,721.73 was obtained by logarithmic calculations and in both cases the
interpolations were made with first differences only. The logarithms were
taken from Vega’s logarithmic tables.
Yours very truly,
New York.
A. L. Gareis.
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A TREATISE ON AMERICAN BUSINESS LAW, by Frank Hall
Childs. Walton School of Commerce. Four vols.
In this series of volumes we have what are evidently the bound
parts of a complete course in business law at the Walton school of
commerce. The entire set will consist of six volumes, of which the
first four are at hand. Volume I covers elementary law and contracts;
volume II, agency and partnership; volume III, negotiable instru
ments; and volume IV, property, real and personal, bailments and
carriers, unfair competition. Volume V will cover corporations and
banking, and volume VI, insurance and guarantee.
The volumes are not quite so formidable as they look, perhaps,
the small size of the pages (as compared with the usual law folio),
and the large print and generous spacing being the principal reasons
for their size and number; but at best we think the average student
would be somewhat daunted at the first sight of them. By “average
student” we mean the working accountant who is preparing himself
to take an Institute examination. If he is enrolled at such a school as
the Walton he will presumably have the time to devote to the course
which is no doubt spread over a number of terms. Otherwise one
would hesitate to recommend so voluminous a work to the home
student when there are several handy manuals which will give him
ample preparation on the fundamentals of business law—and funda
mental principles are all that the Institute examiners require.
It is quite true, as the author says in his preface, that the “account
ant, in public or private practice, must have a thorough working legal
knowledge”; but we take leave to doubt that such knowledge must
include fine distinctions made by the courts in applying fundamental
principles, many of which are set forth by Mr. Childs in his volumes.
It may be taken as a broad rule that no public accountant should be
expected to act as legal advisor to his client. It is enough if he is
sufficiently grounded in legal knowledge to be able to advise his client
when to see his lawyer. We have had occasion to criticize our legal
brethren for their mistakes in accountancy—let us not give them the
opportunity to call us to account for equally bad mistakes in the field
of law. Perhaps Mr. Childs would say this is all the more reason for
intensive study of law by the accountant. Possibly, but we think the
old adage of the shoemaker and his last still applicable, topsy-turvey
as the world seems to be to-day.
Regarded as a popular treatise on business law there can be no
dispute as to the absorbing interest of this work. It brings within
the mental grasp of the ordinary business man a clear view of the
laws under which he lives and does business. Free from the techni
calities which only the lawyer is trained to understand, it tells him
what the fundamental law is and how it applies in difficult cases.
What appear to the average layman as absurd technicalities, that seem
to contravene the plain intent of the law, turn out on analysis to be
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perfectly logical decisions applied to varying facts. One comes to
realize that doing absolute justice between man and man is a very
difficult and delicate transaction. Mr. Childs has a beautiful knack of
stating his points clearly and his choice of illustrative cases is most
enlightening. But the thoughtful accountant will be only the more
convinced by his reading that the less he attempts to guide his client
through legal mazes, the better service he will render him.
W. H. Lawton.

PRACTICAL ACCOUNTING PROBLEMS, by Paul-Joseph Esquerré.
The Ronald Press Co., New York.
As the title indicates this is a book of problems, twenty in num
ber, taken mainly, we suppose, from C. P. A. examinations, which
are analyzed, discussed and solved by the author in accordance with
the principles laid down in his work, Applied Theory of Accounts. His
avowed purpose is not so much to furnish correct solutions as to
stimulate and develop in the student-reader the power to analyze
given facts, to sharpen his observation—in short, to induce him to
think, not merely to remember. This is the aim of every educator
and not every one succeeds as well as Mr. Esquerré so far as form
and matter go. His reasoning is always lucid even if at times pro
vocative. One does not yawn over his pages.
The high percentage of conditions and failures in practical account
ing shown in the Institute examinations indicates the great need of
more educational training on the lines laid down by Mr. Esquerré.
We would not go with the author so far as to believe that his system
can take the place of actual experience in accounting work, but it
would help. The average candidate can hardly have covered as wide
a field as the usual examination paper, of course, but he has had some
experience and that should enable him to understand and solve prob
lems in other lines. But the more experience the better. The proof
is shown in the semi-annual results of the Institute examinations in
the remarkable difference between the state candidates with but one
or two years’ experience required and those seeking membership in
the Institute where five years is the minimum. It is the training that
counts.
The argument in problem 14, a case of ascertaining the value of a
patent for federal taxation purposes, is likely to cause much discus
sion in the profession. The theory is ingenious and we thing eco
nomically well-founded, being in brief that the value is the present
worth of future estimated earnings. This theory has been adopted by
the treasury department in ascertaining the value of a patent in the
case of a decedent’s estate. But the natural thought of the reader is
that if this is correct as applied to patents, why is it no equally correct
to apply it to such properties as mines or oil-wells? Unfortunately it
has just been decided by the courts (La Belle Iron Works) that actual
cost, not value based on estimated future earnings, must be the basis.
It is true that the company’s claim was not for the present worth of

229

The Journal of Accountancy
such earnings, but in view of the language of the decision even that
would seem barred. The way of the inventor who fails to capitalize
his patent at once still seems to be a rocky one from the treasury
department’s standpoint!
The make-up of this book is unique and—expensive. To a lover
of fine books it is a delight. It is handsomely bound in flexible covers,
printed on paper that the fingers instinctively caress, in type in imita
tion of ordinary type-writing that lends a more intimate touch than
the usual book type. But it is large (9 x 11 x 3), it is printed on one
side of the page only, and with the ample spacing of type-written
manuscript it makes a book about four times the size it might be,
with the consequent prohibitive price of $10 (and we are told there
are to be two more volumes like it). For those who can afford luxu
ries in books this is no objection, but we feel like remonstrating.
There has been too much of a tendency of late on the part of accountant-writers to bring out expensive editions of books which ought to
be made more accessible to students.
W. H. Lawton.

FEDERAL CORPORATE INCOME TAXES, 1921, by E. E. Rossmoore.
Dodd, Mead & Co., New York. 338 pp.
This book is designed to assist taxpaying corporations in review
ing their returns for taxable years since January 1, 1917. After a short
introduction, it contains an interesting chapter on the organization
and methods of the income-tax unit, a chapter on the calculation of
taxable net income, one on the determination of excess-profits taxes
and one chapter dealing with consolidated returns, assessments by
comparisons with representative businesses and personal service cor
porations. Following these five chapters are 47 problems, each with
the author’s solution, the problem section filling nearly 100 pages. The book
is well indexed and seemingly free from typographical errors. It
should, however, have been better edited to insure smooth reading.
The author’s former connection with the income-tax unit enables
him to describe its organization and procedures in an interesting way
which would be of some assistance to one having business with the
unit; provided, of course, that the unit was not reorganized before he
reached Washington. A large part of the text is easy reading of an
elementary character, being simply a restatement of regulations 45,
in which the authoritative exactness of the regulations is necessarily
sacrificed, to some extent at least, in the process of popularization. On
the whole, the book is more of an essay than a handbook. It would
constitute a good introduction to books dealing with the practical
preparation of returns or briefs on various appeals. Many cases are
discussed but none is cited in any way to be of assistance as a prece
dent. In fact, on page 221 the author says that “in the cases which
he has cited herein, he has taken particular pains to make changes
from the actual facts as they existed so that it would be impossible
to recognize the actual case which was under consideration. He has
tried, however, to keep such of the essential facts, with possibly
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slight changes, as to clearly present [sic] the applicability of the re
spective sections of the statutes.”
In chapter V there is a clear explanation of intercompany profit
and of the necessity for eliminating it from inventories. This should
be helpful to business men who are interested in affiliated corporations
but who have not had the time or the inclination to become familiar
with this phase of accounting theory. In this chapter also are some
very interesting examples of what are not personal service corpora
tions and some valuable suggestions to corporations conducting partly
personal service activities. The 47 problems should be particularly
helpful to teachers and students.
Harold Dudley Greeley.
Announcement is made of the discontinuance of partnership re
lations between the members of the firm of Betak & Andrews. The
firm’s practice will be continued by Mr. Betak and Mr. Andrews
independently, the former as T. W. Betak & Company at the address
of the old firm, the latter as F. B. Andrews & Company in the West
minster building, 110 South Dearborn street, telephone Central 7792.
Mr. Joachim is withdrawing from public accounting practice.
W. E. Halter and Philip P. Holzberg announce the formation of a
partnership practising under the firm name of Halter-Holzberg & Co.,
with offices at 214 Sellwood building, Duluth, Minnesota, and 209 RogerRuger building, Superior, Wisconsin.

Maurice A. Haas, Julius Schlesinger and Edward Gewitz announce
the formation of a partnership practising under the firm name of Haas,
Schlesinger & Gewitz, with offices at 1133 Broadway, New York.

J. M. Lehrfeld & Co., 286 Fifth avenue, New York, announce the
admission to partnership of Max Scall, and also the opening of offices
at Okmulgee and Oklahoma City, Oklahoma.
Allday, Ronaldson & Harris announce the dissolution of partner
ship and Ira S. Harris announces the opening of offices in the City
National Bank building, Wichita Falls, Texas.

The Maryland Audit Co. announces the removal of its offices to
805 Continental building, Baltimore.
Barrow, Wade, Guthrie & Co. announce the removal of their
Chicago office to 111 West Monroe street.

Charles A. Klein announces the removal of his office to 67 Wall
street, New York.
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TRI-STATE REGIONAL MEETING

A meeting of accountants of Delaware, Maryland and Virginia was
held at the Monticello hotel, Norfolk, Virginia, June 17 and 18, 1921.
The meeting was called to order by Fred B. Hill, who stated that one
of the purposes of the meeting was the extension of the tri-state idea
and to organize a regional district meeting of the American Institute of
Accountants. Invitations had been extended to accountants in all the south
eastern states. The states represented at the meeting were Delaware,
Georgia, Illinois, Indiana, New Jersey, North Carolina, South Carolina
and Virginia.
An address of welcome was delivered by Charles E. Ashburner of
Norfolk, and response was made by A. M. Pullen of Richmond.
An address entitled Accomplishments and Purposes of Tri-State Meet
ings was delivered by A. Lee Rawlings of Norfolk.
After discussion it was resolved that the next regional meeting should
be held at Wilmington, N. C., June 16 and 17, 1922.
A letter on the subject of Present Trend of Accountancy Standards and
Procedure from Robert H. Montgomery was read and discussed.
Edward E. Gore, of Illinois, chairman of the special committee on
national charter of the American Institute of Accountants, addressed the
meeting on the subject of the work of his committee. His remarks were
followed by general discussion.
Paul F. Myers, formerly of the bureau of internal revenue, delivered
an address on the subject Treasury Department Procedure, Income-tax
Returns and Probable Changes in Revenue Laws.
After the business session the members and guests drove to the Army
Base and Navy Base, and attended a shore dinner at the Ocean View hotel,
at which Will-A. Clader was toastmaster. H. H. Rumble spoke on the
subject Growth of the Accounting Profession.
The following committee was appointed for the next regional meeting:
Delaware—Will-A. Clader
Maryland—Elmer L. Hatter
Virginia—A. Lee Rawlings
North Carolina—Charles A. Goodno
South Carolina—L. A. Searson
Georgia—C. W. Saussy
Florida—Walter Mucklow
Alabama—H. S. Miller
Tennessee—W. A. Smith

New Jersey State Board of Certified Public Accountants
James F. Welch has been appointed a member of the State Board of
Certified Public Accountants of New Jersey in place of John B. Niven,
resigned.
________________

Stewart, Watts & Bollong announce the removal of their offices

to 50 State street, Boston, Massachusetts.
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NEW ENGLAND REGIONAL MEETING

The second regional meeting of the New England members of the Ameri
can Institute of Accountants was held at Providence, June 28 and 29, 1921.
The committee in charge of the meeting consisted of:
Alfred P. Ward—Providence
Lewis G. Fisher—Providence
Chester R. Union—Providence
Adin S. Hubbard—Providence
George B. Clegg—Providence
The meeting was opened at the Narragansett hotel, J. E. Masters, of
Boston, presiding. An address of welcome on behalf of the Rhode Island
Society of Certified Public Accountants was extended by Lewis G. Fisher
of Providence.
Waldron H. Rand, of Boston, chose as the subject of his address the
activities of the American Institute of Accountants, during the past year,
and was followed by Everett E. Salisbury, agent of the Atlantic mills,
Providence, who delivered an address on the Value of Accounting Service
to the Business Man.
The afternoon session consisted of an address by F. B. Snyder of Phila
delphia on The Accountant’s Ultimate Consumer, and a speech by Joseph
French Johnson, dean of the New York University school of commerce and
finance.
In the evening, a banquet was held at the Narragansett hotel, about
ninety members and guests being in attendance.
The second day was devoted largely to entertainment of visiting mem
bers, a buffet luncheon being served at the Pomham club, followed by
various sports and a Rhode Island clam bake.
During the business session, rules of procedure and a plan for the
nomination and election of officers was approved by the members, and it
was voted that the next meeting would be held in December at Hartford,
Connecticut.
_________________

New Mexico C. P. A. Board
The governor of New Mexico has appointed the following members of
the accountancy board authorized by recent act of legislature: R. D. Jones,
Roswell; W. G. Logan, Albuquerque; W. V. Gano, Albuquerque.

Kansas Institute of Certified Public Accountants
The Kansas Institute of Certified Public Accountants has recently been
organized. The following officers have been elected: president, C. H. Mont
gomery, Wichita; vice-president, J. E. Caton, El Dorado; secretary and
treasurer, J. D. M. Crockett, Kansas City.

Delaware State Board of Accountancy
The governor of Delaware has appointed the following members of the
state board of accountancy: Peter T. Wright, George M. Jones and Clifford
E. Iszard. The board has elected Mr. Wright president and Mr. Iszard
secretary and treasurer.
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S. Elton Aldrich and O. G. Maxwell announce the formation of a
partnership under the firm name of Aldrich & Maxwell with offices
at 610 Baum building, Danville, Illinois.
Deloitte, Plender, Griffiths & Co. announce with regret that owing
to continued ill health, Francis F. White withdrew from the partnership
June 30, 1921, but has agreed to act as consultant.

Deloitte, Plender, Griffiths & Co. announce that on July 1st George
Cochrane and Harold B. Atkins were admitted as partners of the firm
resident in New York.
Crockett, Couchman & Crawford announce the removal of their
New York office to 350 Madison avenue, and the association with them
of Walter E. Paul.

Whitfield, Whitcomb & Co. announce the opening of offices at
Main and Second streets, Walla Walla, Washington, and 112 East
Court street, Pendelton, Oregon.
David B. Jacobs announces the removal of his office to 217 Broad
way, New York.
_________________

George Zinberg announces the removal of his office to 799 Broad
way, New York.
_________________
William J. Hughes announces the opening of an office at 241 Oliver
building, Pittsburgh, Pennsylvania.
Mattison & Block announce the removal of their offices to 330 New
Humble Oil & Refining Company building, Houston, Texas.

Victor Aaron announces the removal of his offices to 1023-1024
American National Bank building, San Francisco, California.
Albert J. Shapiro announces the removal of his office to 185 Madison
avenue, New York.
________________
R. B. Carr announces the opening of a branch office at 9 South
Franklin street, Wilkes Barre, Pennsylvania.

E. T. LeBaron announces the opening of an office at 510 DyalUpchurch building, Jacksonville, Florida.
Wright, Mendenhall & Wright announce the opening of an office
in the Wheeler, Kelly, Hagney building, Wichita, Kansas.
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BROKERS
Accounting
Goodwin, J. Pryse. Aids to Management of Stock-brokers’ Offices. Journal
of Accountancy, Aug., 1921, p. 120-7.

Auditing
Binnie, Andrew. Audit Programmes and Procedure. Accountants’ Jour
nal, July, 1921, p. 173-6.

BUDGETS

Mathewson, Park. Expense and Finance Budgets: how they concern pro
duction. Industrial Management, Aug. 1, 1921, p. 109-13.
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National
Charles G. Dawes Reports Savings of Over 112 Million Dollars through
New Budget System. Commercial and Financial Chronicle, July 23,
1921, p. 361-2.

CONTRACTORS
Cost Accounting
Connor, W. N. Cost Accounting System for Construction Work. Engi
neering and Contracting, July 20, 1921, p. 66-70.

CORPORATIONS
Accounting
D’Eath, D. C. Machinery for the Company Secretary. Business Organi
sation and Management, July, 1921, p. 319-25.

Directors
Crew, Albert. Whole Duty of a Director. Accountants' Journal, July,
1921, p. 145-55.

Finance

Staub, E. Elmer. Profits and Financing of Manufacturing Corporations.
Journal of Accountancy, Aug., 1921, p. 91-100.

Law
Ettinger, Richard P. Corporation Laws of New York. New York, Pren
tice-Hall, Inc., 1921. 374 p.

COST AND FACTORY ACCOUNTING
Cordeal, Ernest. Management Problems of the Small Factory; costs and
their use. Industrial Management, Aug. 1, 1921, p. 114-20.
Miller, Andrew. Costs and Works Management. Engineering and Indus
trial Management, July 14, 1921, p. 40-1.
Pearson, R. J. A. Rise in Engineering Costs. Engineering and Industrial
Management, June 23, 30, July 7, 1921, p. 713-5, 740-2, 11-13.
Powell, P. W. Costing Principles and Problems. Australasian Account
ant and Secretary, June, 1921, p. 183-7.
Stelling, Robert. Work in Progress Account; an essential feature in modern
costing. Engineering and Industrial Management, June 30, 1921,
p. 734-6.

CREAMERIES
Accounting

Mortensen, M. Creamery Bookkeeping. Ames, Iowa State College of Agri
culture and the Mechanic Arts. Agricultural Experiment Station. Dairy
Section. March, 1921. 19 p. (Circular No. 68.)

DEPRECIATION
Roads and Highways
Standard Costs in Paving; estimate of cost of ideal concrete highway job,
1921. Bulletin of the Associated General Contractors, July, 1921,
p. 20-6.

Waterworks
Depreciation Rates for Physical Units of Waterworks of Springfield, Mass.
Engineering and Contracting, July 13, 1921, p. 47.

DICTIONARIES
Kuhrt, John White. Counting-house Dictionary Containing an Explanation
of the Technical Terms used by Merchants and Bankers in the Money
Market and on the Stock Exchange. New ed. London, George Routledge
& Sons. 340 p.
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ECONOMICS
Morgan, Dennis H. Outline of Elementary Economics. Accountant, July
23, 1921, p. 133-8.

ELECTRIC AND STREET RAILROADS
Accounting
Stevenson, R. H.
p. 26-9.

Proper Construction Accounting.

Aera, Aug., 1921,

Fares

Reduced Fare in Cleveland; on July 10 the Cleveland railway began a thirty
day experiment with a 2½-cent ticket fare and 3-cent cash fare for
downtown riders. Electric Railway Journal, July 23, 1921, p. 130-1.

Valuation
Public Service Railway Offers Valuation Argument; extensive brief which
is presented to the New Jersey board of public utility commissioners gives
all details on which a value of $200,898,906 is claimed and 10-cent fare
petitioned. Electric Railway Journal, July 16, 1921, p. 95-6.

EXAMINATIONS
American Institute of Accountants
American Institute of Accountants. Examination Questions Prepared by the
Board of Examiners for the Examinations Conducted from June, 1917,
to May, 1921, inclusive. 135 Cedar Street, New York, American Institute
of Accountants, 1921. 204 p. $1.50.

Scotland

Scottish Chartered Accountants’ General Examining Board. Papers, June,
1921. Accountants' Magazine, July, 1921, p. 429-66.

FORGING
Costs

Herdegen, R. T. Analysis of Costs of Drop-forging; comparison of steam
and board drop hammers—rate of production studies as well as costs—
dividing line established between types. Iron Age, Aug. 11, 1921, p. 325-6.

FRAUD
De Paula, F. R. M. Detection of Fraud in Accounts. Accountants’ Jour
nal, July, 1921, p. 188-98.

GROCERY TRADE
Costs
Harvard University. Graduate School of Business Administration. Bureau
of Business Research. Operating Expenses in the Wholesale Grocery
Business in 1920. Cambridge, Harvard University Press, 1921. 27 p.

HOUSING
How to Finance Co-operative Apartments. Buildings
agement, Aug. 8, 1921, p. 34-5.

and

Building Man

INSURANCE
Accounting

Laird, T. P. Insurance Companies’ Accounts and Audit. Accountants’
Magazine, July, 1921, p. 383-404.

INSURANCE, MARINE
Cole, A. E. Marine Insurance. Australasian Accountant and Secretary,
June, 1921, p. 178-81.

INTEREST

Goodwin, A. E. Cut Prices—But Leave Profits; at a time of cost-trimming
accuracy in fixing costs, and hence prices and profits, is essential.
Australasian Accountant and Secretary, June, 1921, p. 172-3.
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INVENTORIES
Fryer, Claude A. Excess Profits Duty and the Valuation of Stack; with
particular reference to the final accounting period. Business Organi
sation and Management, July, 1921, p. 339-46.
Sells, Elijah W. Natural Business Year for Inventories and Fiscal Closings;
reprinted from the Illinois Journal of Commerce, July, 1921. 11 p.
Haskins and Sells Bulletin, July, 1921, p. 59-61.

LEATHER
United States. Federal Trade Commissions. Summary of Report on Shoe
and Leather Costs and Prices, June 10, 1921. Washington, Government
Printing Office, 1921. 15 p.

LUMBER
Cost Accounting
Meyer, E. M.
p. 113-19.

Lumber Costs.

Journal of Accountancy, Aug., 1921,

MANAGEMENT
Employees’ Representation
Pennsylvania Defends Employee Representation Plan. Railway Age, July
16, 1921, p. 115-7.

MINING AND METALLURGY
Finlay, James R. Cost of Mining. A discussion of the production of min
erals with remarks on the geologic, social and economic foundations upon
which it rests. Ed. 3, revised and enlarged. New York, McGraw-Hill
Book Co., 1920. 532 p. $6.

MINING AND METALLURGY, COAL
Costs
Coffin, P. F. Preparation Cost of Pulverized Coal. Power, Aug. 16, 1921,
p. 261-2.

Cost Accounting

Gardiner, R. W. Coal Production Costs. New York, July 15, 1921. 16 p.
(National Association of Cost Accountants, Official Publications, Vol 2,
No. 17.)

MUNICIPAL
Accounting

Morey, Lloyd. Uniform Accounting Classification for Illinois Cities.
American City, July, 1921, p. 57-9.

Finance
McCall, J. H.
p. 163-6.

Municipal Finance.

Accountants’ Journal, July, 1921,

Government

Bromley, J. W. Acquisition of an Undertaking by a Local Authority.
Accountant, July 2, 1921, p. 38-40.

PRINTING
Cost Accounting
Jettinger, Carl A. Cost System or No Cost System, Which? Inland
Printer, Aug., 1921, p. 617-9
Porte, R. T. Practical Cost System for Printing Offices. Revised ed.
Salt Lake City, Porte Publishing Co., cl920. 94 p.

PROFITS
Staub, E. Elmer. Profits and Financing of Manufacturing Corporations.
Journal of Accountancy, Aug., 1921, p. 91-100.
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Current Literature
RAILROADS
Accounting
Rules Pertaining to the Preparation of Operating Statistics on the Penn
sylvania System. Pennsylvania Railway Company, c1920. 83 p
United States. Railroad Administration. Accounting Circulars Nos. 161,162.
2 p.

Cost Accounting

Hutchison, J. E. Unit Cost Data Reduce Freight Train Expense; prompt
distribution of information aids in cutting wage charge per hundred
ton-miles. Railway Age, July 23, 1921, p. 161-3.
Lisman, F. J. Remedies for Wastes in Railway Operation; more thorough
and intelligent cost-keeping methods necessary—where are the greatest
leaks? Railway Age, July 9, 1921, p. 59-63.

Costs

Expenditures of the Railways for Labor and Material; over a billion dollars’
worth of material used to maintain and operate class 1 roads in 1920.
Railway Age, July 30, 1921, p. 199-202.
Operating Revenue and How it was Expended; a review in colored charts
of the figures and charges conditions from 1912-20. Railway Age,
July 30, 1921, p. 203-5.

Valuation

Tentative Valuations Issued. Railway Age, July 16, 1921, p. 109.

REORGANIZATIONS

Jordan, Herbert W. Conversion of a Business into a Private Company.
Accountants’ Journal, July, 1921, p. 199-210.

ROADS AND HIGHWAYS
Costs

Standard Costs in Paving; estimate of cost of ideal concrete highway job,
1921. Bulletin of the Associated General Contractors, July, 1921,
p. 20-6.

SHOES

United States. Federal Trade Commission. Summary of Report on Shoe
and Leather Costs and Prices, June 10, 1921. Washington, Government
Printing Office, 1921. 15 p.

SOAP

Profits and the Cost of Production. Business Organisation and Man
agement, July, 1921, p. 312.

STATEMENTS
Basset, W. R. Modern Production Methods; the statement of condition and
operating statement. American Machinist, Aug. 4, 1921, p. 184-7.

Financial
Illinois Manufacturers’ Costs Association. Preparation and Use of Finan
cial Statements. 76 West Monroe Street, Chicago, Illinois Manufac
turers’ Costs Association, 1921. 19 p.

STATISTICS
United States. Department of Commerce. Statistical Abstract of the
United States, 1920. Washington, Government Printing Office, 1921.
874 p. 50c.

STORES SYSTEMS AND STOCK RECORDS
Continuous Stores Keeping Cuts Investment; system of checks and almost
automatic control of ordering material economizes in space required and
in amount carried. Iron Age, Aug. 4, 1921, p. 253-4.
Kreuter, V. C. Six Wavs to Simplify Stock Room Routine; the plans used
by this company will show you how, through changes in stock-room
routine, difficulties in routing, production, cost keeping and inventory
work may be ironed out. Factory, Aug., 1921, p. 192-4.
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TAXATION
Sales

Staub, Walter A. Fallacies of the Sales Tax. Journal of Accountancy,
Aug., 1921, p. 81-90.

TAXATION, GREAT BRITAIN
Income and Excess-Profits

Fryer, Claude A. Excess Profits Duty and the Valuation of Stock; with
particular reference to the final accounting period. Business Organi
sation and Management, July, 1921, p. 339-46.
Memorandum Prepared by the Federation of British Industries on the
Treatment of Forward Contracts and Bad Debts for Purposes of Excess
Profits, on which the Federation Have Addressed a Communication to
the Chancellor of the Exchequer. Accountants' Magazine, July, 1921,
p. 405-7.

TAXATION, NEW YORK
Corporations
Powell, Henry M. Taxation of Corporations and Personal Income in New
York. Ed. 4. New York, Boyd Press, 1921.
Vol. 1.

Corporations’ real and personal property.

TAXATION, UNITED STATES
Income and Excess-Profits

Haig, Robert Murray, ed. Federal Income Tax, by Robert Murray Haig,
Thomas S. Adams, Thomas Reed Powell, Fred T. Field, Robert H.
Montgomery, George E. Holmes, Arthur A. Ballantine, Walter A. Staub,
R. V. Norris and P. S. Talbert; a series of lectures delivered at Colum
bia University in December, 1920, edited by Robert M. Haig, with an
introduction by E. R. A. Seligman. New York, Columbia University
Press, 1921. 271 p.
United States. Treasury Department. Statistics of Income; compiled from
the returns for 1918. Washington, Government Printing Office, 1921.
150 p.

Sales

United States. Treasury Department.
Government Printing Office.

Sales Tax Rulings.

Washington,

TELEPHONE AND TELEGRAPH
Rates

McKay, Charles W. Telephone Rates and Values. Boston, Cornhill Pub
lishing Co., cl921. 245 p. $4.50.
Contents: Commission form of public utility regulation; Appraisal terms;
Determination of fair value; Direct construction costs; Collateral construc
tion costs; The non-physical assets; Preliminary steps of inventory; The
inventory of real estate and equipment; The outside plant inventory; Inven
tory of miscellaneous equipment; Preliminary discussion of unit costs; Unit
costs for real estate and equipment; Unit costs for pole lines; Unit costs for
the aerial cable plant; Outside wire costs; Conduit costs; Underground cable
unit costs; Miscellaneous unit costs; Depreciation; The function of the
appraisal in rate-making; Telephone appraisement by short methods.

VOUCHERS
Geijsbeek, J. B. Sufficiency of Vouchers.
Aug., 1921, p. 101-12.

Journal

of

Accountancy,

WAGES, FEES, ETC.

Wolfe, F. E. Survey of Profit Sharing and Bonuses in Chicago Printing
Plants. Journal of Political Economy, July, 1921, p. 521-42.

WATERWORKS
Rates
University of Kansas, Lawrence. Extension Division. Municipal Reference
Bureau. Water Rates in 161 Kansas Cities, together with a directory
of all the waterworks plants in the cities of Kansas; comp. by the Munici
pal Reference Bureau, Feb. 10, 1921. 57 p.
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American Institute of Accountants
List of Officers, Members of Council and Committees—1920-1921

OFFICERS
President.................. Carl H. Nau................. 3334 Prospect Ave., Cleveland, Ohio.
Vice-Presidents ... W. P. Hilton, 718 Bank of Commerce Bldg., Norfolk, Va.
T. Edward Ross..................... Morris Bldg., Philadelphia, Pa.
Treasurer ................. J. E. Sterrett........................ 54 William Street, New York
Secretary.................. A. P. Richardson...................... 135 Cedar Street, New York
Members

of the

For Five Years:
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Council
For Three Years:
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F. F. White................................ New Jersey

Board of Examiners

For Three Years:
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Biddle publications

have come to be recognized as standard
because no effort has been spared to make
quality an outstanding feature. Take, for in
stance, the publications mentioned below. In
addition to their very apparent adaptability to
class use they will also be appreciated as handy
tools in the library of any accountant.
ACCOUNTING: PRINCIPLES AND PRAC
TICE—Vol. I.—By George E. Bennett, A. B.,
LL.M.,C.P.A.,Professor and Directorof the De

partment of Accounting of Syracuse University.
The author begins by pointingout the aim and object
of every properly kept system of accounts, thus giving
the student a solid foundation upon which to build
the many and various principles later set forth.
Every accountant and person thoroughly familiar
with the subject of accounting agrees that the essential
accounting record is the ledger. If one has a thorough
knowledge of the use of the ledger, the principles un
derlying the use of the other accounting records are
few, simple, and easily understood
PRICE $3.00

Cut Your
ANALYSIS PAPER COST
in Half
Buy from the Manufacturer
We offer 50-sheet yellow bond
Analysis Pads in these sizes and
rulings:
4
7
11
14
18
21
25

Columns
Columns
Columns
Columns
Columns
Columns
Columns

ACCOUNTING: PRINCIPLES AND PRAC
TICE— Vol. II.—By George E. Bennett.
This volume is the second in a series on accounting
and continues the work covered in Volume I. In its
fifteen chapters, with questions and problems, it pre
sents the principles underlying record construction,
accounting for partnerships, branches, consignments,
and joint ventures, and the control of manufacturing
records on the general books.
PRICE $3 00

MATHEMATICS FOR THE ACCOUNTANT.

SIZE

RULED

.
.
.
.
.
.
.

.
.
.
.
.
.
.

8½x
8½ x
17 x
17 x
25½ x
25½ x
34 x

No.

Y88
Y89
Y90
Y91
Y92
Y92½
Y93

14
14
14
14
14
14
14

Price
Per Pad

-

20c.
20c.
40c.
40c.
60c.
60c.
80c.

Order direct from

Hano-Weinkrantz Co., Inc.
Manufacturers

135 Mulberry St.,

New York

Samples Gladly Furnished

IT WILL PAY YOU TO TRY US

—By Eugene R. Vinal, A. M., with Haskins
& Sells; also Professor of Actuarial Math
ematics and Accounting, School of Commerce
and Finance, Northeastern College, Boston.
This book is for the use of the accountant whodesires
to prepare for the examinations of the American Insti
tute of Accountants or for the Certified Public Account
ants’ examinations of the various states; for the
accountant who will be required to handle sinking fund
or bond accounts in a scientific way ; for the account
ant who may be called upon to audit the accounts of an
insurance company, savings bank, brokerage house, or
any concern which operates its bond accounts scientif
ically ; and finally for the accountant who believes that
the broadest training is best for the professional man.
An Appendix of seven Logarithmic Tables makes the
work complete.
price $3.00

The EXECUTIVE: A Business Journal, published
monthly. In each issue will be an accounting article of
unusual interest, as well as other articles which will
appeal to the accountant from the administrative side.
In the October issue we will begin a special Students’
Department in Accounting edited by Prof. Charles
Rittenhouse, of Boston University. This Department
will be a feature that should not be missed.
$2 A YEAR

BIDDLE BUSINESS PUBLICATIONS, Inc.,
19 West 44th Street, New York, N. Y.
Gentlemen: Please send publications checked below
for which I enclose $..................... It is understood that
I am to have my money refunded if I return the publica
tions within five days.
---- Accounting Principles and Practice, Vol. I.
___ Accounting Principles and Practice, Vol. II.
___ Mathematics for the Accountant.
...... THE EXECUTIVE—one year.

Name............................................ .................. ........

Street----- ------ ---------------------------------------

A Staff Instruction Book
“HOW TO AUDIT” is not a text
book for students of accounting. It
is a book of instructions for use as
a guide to staff auditors.
It was written by the principals of
a well-known firm of auditors and
public accountants who wished to
make sure that every job would be
handled as well as though they were
supervising it in person.
A great many firms of accountants
have already placed a copy in the
hands of each of their staff members.

The price is $2.10.
quantities.

Discounts in

The McArdle Press,Inc.
705 Third Ave., New York City

City............................................... State______________
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PORTFOLIOS OF DISTINCTION
CENTURY Portfolios are equipment of distinction—known and appreciated for their excellence
of material, superb workmanship and efficient design. In the

CENTURY “DE LUXE” PORTFOLIO (Illustrated)
you will find embodied all the essentials of a practical Portfolio. Made of heavy
leather. Black, Russet, or Cordovan. Solid shawl straps and adjustable handle.
wide pockets, and small pocket, 5" x 9", with flap closed by snap buttons, for memo
etc. Hand-made gold finished staple and hooks for padlock. Strong suspending
Style and Size

3-Pkts.

Style and Size

4-Pkts.

English bridle
Three or four
books, pencils,
lock with key.

3-Pkts.

4-Pkts.

507-17" x 11½" . .
$15.00
$16.00
508—18" x 12"
. . $16.00
$17.00
Sent prepaid anywhere in the U. S. upon receipt of price. Money immediately refunded if not
satisfactory in every respect. CENTURY Portfolios, Brief Cases and Secretary Cases—some priced
as low as $3 —described in our Catalog “SJ.” Sent on request.

CENTURY LEATHER CRAFTS COMPANY

350 Broadway, New York City

DUTIES OF THE JUNIOR ACCOUNTANT
By W. B. Reynolds and F. W. Thornton
Cloth-bound; 7 x 5 inches; 107 pages.
PUBLISHED UNDER THE ENDOWMENT FUND OF THE AMERICAN INSTITUTE OF ACCOUNTANTS

Tells just what is expected of the beginner and of
the more experienced junior accountant. An aid to
learning what to do and how to do it.

Price per copy $1.00
Use this coupon
in sending your

order.

The American Institute

of

Accountants

135 Cedar Street, New York, N. Y.
Send me
copies of DUTIES OF THE JUNIOR
ACCOUNTANT, in payment for which I enclose $
Name______________________________________________ __ _______

Occupation

Firm

Street and Number___________________________________________
City and State_______________________________________
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DIXON’S

ELdoradO
SAMPLE OFFER

Write for full-length free
samples of DIXON’S
ELDORADO and fulllength free samples of
Dixon’s “BEST” Colored
Pencils. Both are supreme
in their field.

Perhaps we shouldn’t suggest
that you use a pencil that others
will keep trying to borrow. It’s
selfish on our part. We know
that once you have bought or
borrowed a Dixon’s Eldorado
you will never again be satisfied
with any other.

JOSEPH DIXON CRUCIBLE CO.
Pencil Dept. 117-J, Jersey City, N. J.
Canadian Distributors
A. R. MacDougall & Co., Ltd., Toronto

Dixon’s Eldorado is
made in 17 leads —
one for every need or
preference.

A Real Necessity to All
Accountants and Auditors
THE

Style 1642
Brief Case
illustrated,
size 16 x 10,
with 2pockets,
in black, tan,
brown or
black grained;
lock and
key.

$6

Accountants’ Brief Cases
Made of the best quality sole leather in attrac
tive styles and sizes—strong, durable and light.

AJAX EYELET FASTENER
For Binding Valuable Statements, Vouch
ers, Legal Papers, etc., it is especially
recommended. Its use assures Security
and Permanence and is an Insurance
Against Substitution and Loss

Handles
Three Sizes
of Ajax
Eyelets
without any
Adjustment

Buy direct from the manufacturer and same
the retailer's profit. Sendfor Catalog J-27.

THE AJAX
is automatic—
always ready
for immediate
use. With one
stroke of the lever it punches the hole, inserts
and clinches the eyelets in one operation.
Order from your stationer or direct.

LAWYERS’ L. B. CASE MFG. CO.

MACHINE APPLIANCE CORPORATION

For accountants, clerks, salesmen

A choice of 60 different styles and sizes, $6.00
to $27.00. Express prepaid anywhere in U.S.
Money back if not satisfied.

5 CEDAR ST., NEW YORK

Write for our catalogue of office tools

351-353 Jay Street
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INTRODUCTION TO
ACTUARIAL SCIENCE
By H. A. Finney

ccountants and students

A

of accounting have manifested
a desire for such a work as this—
an elementary treatise on actuarial
science.
Mr. Finney has met the need with
this 101-page volume, 5x7 inches,
bound in cloth and printed in large,
easily-read type.

The text consists of articles appear
ing in The Journal of Account
ancy in December, 1919, and Jan
uary, 1920, and, in addition, solu
tions of all problems in actuarial
science contained in the examina
tions of the American Institute of
Accountants up to and including
May, 1920.

Every accountant and accounting
student should possess this import
ant addition to accounting litera
ture.

XIII

Digest of American
Income Tax Cases
By Lyle T. Alverson

INDISPENSABLE FOR ACCOUNTANTS
A comprehensive digest of opinions dealing
with income and profits tax questions, re
flecting the opinions of the courts and the
Attorney General exclusively.
It gives the law as it is according to judicial
interpretation. It is in a class of its own;
it is not only complete in itself, but can be

used as a supplement to all existing works
on the subject.
It covers every reported decision, bearing on
Income Tax matters, of all the Federal and
State courts as well as a number of import
ant decisions not reported anywhere.
It studiously avoids departmental rulings,
many of which have given rise to the applica
tion of theory in income tax questions which is
not justified by the judicial interpretations.
It also contains in an appendix all the Fed

eral Income Tax Laws complete from 1909
to 1918 inclusive.
Price $5.00 Delivered

Baker, Voorhis & Go.

Dept, j
45-47 John Street, New York, N. Y.

The Lloyd-Thomas Co.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

APPRAISERS—ENGINEERS

CERTIFIED APPRAISALS
INDUSTRIAL PROPERTIES
for
The American Institute
of Accountants,
135 Cedar St., New York, N. Y.
Send me ............ copies of Intro
duction to Actuarial Science (at $1.50
a copy), in payment for which I en
close $..............................
Name ...................................................

Occupation ..........................................
Firm ....................................................

Street and Number.............................
City and State ....................................

Mergers
Cost Systems
Insurance
Accounting

Bond Issues
Credit Extensions
Income Tax
Liquidation

SPECIAL STAFF FOR QUICK
FINANCIAL VALUATIONS OF
LARGE PROPERTIES
CHRONOMETRIC VALUATIONS
FOR FEDERAL TAX PURPOSES
EXECUTIVE OFFICES
EASTERN
WESTERN
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New York City
Chicago, Ill.
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BENNETT ACCOUNTANCY INSTITUTE
Philadelphia, Pa.
HAS BEEN SOLD
TO

Industrial Correspondence University, Inc.
Perry Building, Philadelphia, Pa.

Owing to the growth of my professional practice, I have found it neces
sary to relieve myself of the selling and administrative work involved in
conducting the Bennett Accountancy Institute, although desirous of con
tinuing my personal supervision of the instruction of the students.
As soon as this intention became known, offers were received from
several correspondence schools which placed high valuations on the
goodwill of the Bennett Institute due to the recognized sincerity of the
courses and instruction.
The highest bid was not accepted. The aim was to establish a connection
with an organization that would maintain the conservative high standard
of the Institute while possessing the experience and capacity to extend its
operations to a much larger clientele.
A contract was made, therefore, with Industrial Correspondence Uni
versity,Inc., in my own city, whose President is T. J. Foster,M.S.,LL.D.,
who is believed to be the father of correspondence instruction.
The plans and policies of Dr. Foster and his associates (all substantial
business men and educators of Philadelphia and vicinity) are of the high
est character, and involve the development of a correspondence school on
the plane of a university, comprising Colleges of Commerce, Engineering,
Architecture and a Women’s College.
The Bennett Accountancy Institute will be maintained under that title,
as part of the College of Commerce. I will continue during my life-time
to direct the instruction and preparation and revision of courses of the
Institute, thus assuring the students the same sincere, conscientious and
practical instruction as heretofore, plus the advantages of Dr. Foster’s
thirty years’ experience as one of the world’s greatest educators.
For full information, prices and terms,
kindly use the coupon printed herewith.
R. J. Bennett, C. A., C.P.A.
Industrial Correspondence University, Inc.,
(Proprietor, Bennett Accountancy Institute)

Perry Building, Philadelphia, Pa.
Please send me full information regarding the course before which I have marked X.
□Senior Accountancy
□Auditing
□Cost Accountancy

□Commercial Law
□C. P. A. Exams
□Employment Management
□ Personnel Director

□Foremanship
□Financial Independence
□Success - Power
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ANALYSIS PAPER

Post Graduate
School of Accountancy

Buff and White—Four grades—
4 to 28 columns wide, in variety
of styles, always carried in stock,
padded or loose.

Preparation for the January, 1922
C. P. A. Examination N. Y.
Class of 30

Sendfor price list and samples.

L. H. Biglow & Company, Inc.

From October 3rd
to January 20th

24 BEAVER STREET
NEW YORK

Three Sessions a week,
three hours each

Accounting

CHECKING
PEN

Tuesday
Wednesday

Commercial Law

A Definite Check
A Check that Informs
Once a user—
always a user

Friday

Apply on or after September 25th, to

Patented—Improved
Single pen with set of type .... $1.00
Lots of one dozen...................................... 9.00
Special price to dealers
Sent prepaid upon receipt of price

PAUL-JOSEPH ESQUERRÉ
C.P.A. (N.Y.)
20 Vesey Street, New York

Chas. G. Harris Ticking Pen Co.
321 GUTHRIE ST.

XV

LOUISVILLE, KY.

BOUND VOLUMES
of

The Journal

of

Accountancy

Volume XXXI

January-June, 1921
are now on sale at $4.00 a volume. The quantity is
limited. To avoid disappointment orders should be sent
at once.

The Journal of Accountancy, Incorporated

135 Cedar Street, New York
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Classified Advertisements

Copy for classified advertising must be in band at the office of the Journal of Accountancy previous to the twentieth day of the month
preceding month of publication. Rates are $9 per inch or fraction for one insertion; $7 per inch or fraction each additional insertion

SITUATIONS WANTED
Credit man. Ten
years’ experience in
various lines, desires position with progressive firm, pref
erably in the vicinity of Chicago. Now occupying respon
sible position with northwestern branch of large eastern
firm. Capable, through experience, of reorganizing de
partment. Age 29. Not married. References of highest
order furnished by night letter. Available at once.
Box 191 c/o The Journal of Accountancy.

Executive Accountant

A young man, 25, seeks a permanent
connection with a firm of certified
public accountants. Graduation from a university course in
accountancy, 2½ years’ experience, good moral character
and clean habits are the qualifications offered for a posi
tion with an opportunity for development. Location im
material.
Box 177 c/o The Journal of Accountancy.

Accountant

Senior accountant, competent
supervisor, systematizer, report
writer. Four years' tax experience. Internal revenue
training. Capable of directing branch office. Accustomed
to dealing with men of affairs. Pleasing personality. De
sires connection with C. P. A. firm, salary $4,200, or to
form a company. Age 37, American, Christian.
Box 178 c/o The Journal of Accountancy.

Tax Specialist

College grad
uate is avail
able for engagement in official capacity with an industrial
institution or as executive on accountant’s staff where
there is the possibility to establish partnership relations.
Box 180 c/o The Journal of Accountancy.

SITUATIONS WANTED
experienced in revising
reports and supervising
field work of a large staff. Excellent cost man, report
writer, systematizer, and tax man. Open for immediate
engagement. Age 35, married. Best references.
Box 187 c/o The Journal of Accountancy.

Supervising
_ Senior

Practising C. P. A.
Partnership desires
connection

(N. Y.), age 32,
with accountant
who has good following, with view to partnership. Will
also consider different propositions from well-established
accounting firms. Excellent references, long practice.
Box 188 c/o The Journal of Accountancy.

Certified Public Accountant
(N. Y.), with clientele connections and capital, desires to
associate with established firm of C.P.A’s for mutual ad
vantage. Replies treated confidentially.
Box 189 c/o The Journal of Accountancy.
Senior accountant and executive,
six years’ experience in analytical,
liquidation and bank work with leading C. P. A. firm;
N. Y. U. graduate; seeks partnership with C. P. A. having
clientele.
Box 192 c/o The Journal of Accountancy.

Partnership

HELP WANTED

Certified Public Accountant

12 years’ broad and va
ried public practice ex
perience in investigations, audits, cost and general system
installations and income-tax work of most difficult nature,
including supervision of large staffs, preparing complete re
ports, fixing fees, etc., will be available September 15.
At present completing important engagement in northwest.
Held important accounting post U. S. government during
war. Will consider traveling or residence proposition,
taking charge of branch office, build up clientele, etc. Can
invest small sum if necessary. Age 35; married.
Box 181 c/o The Journal of Accountancy.

Senior Accountant

in practice with well-known certified
accountants of New York, desires to
reestablish practice. Will consider partnership, profitsharing proposition or purchase of clientele. Thoroughly
competent to take charge and handle big practice. State
full particulars; age 35.
Box 182 c/o The Journal of Accountancy.

Accountant

Passed N. Y., C. P. A. examinations,
will receive degree in a few months.
Seeks engagement for any number of days in the week,
or partnership connection.
University graduate with
honors.
Box 183 c/o The Journal of Accountancy.

Senior Accountants

A long established firm
of certified public ac
countants, practising principally in the states of Virginia,
West Virginia, North Carolina, South Carolina and
Georgia, desires to add to its staff several senior account
ants who have had public accounting experience. Give full
history of accounting and business experience, education,
age, nationality, whether married or single. Replies con
fidential.
Box 190 c/o The Journal of Accountancy.

Accountant

capable of managing office and staff of
C. P. A., New York city, is wanted.
Exceptional opportunity for young man not over 35 years.
Box 175 c/o The Journal of Accountancy.

Senior Accountants

C. P. A’s preferred, are
wanted by Southern firm.
Applicants must state number years’ experience, age, ref
erences, and salary expected.
Box 176 c/o The Journal of Accountancy.

________________ MISCELLANEOUS -

Offer to Purchase Clientele

Accountant

Certified firm (N. Y.), well established, desiring to expand
will purchase clientele of retiring accountants.
Box 179 c/o The Journal of Accountancy.

First-class
senior
of
many years’ public ac
counting experience and highest possible credentials is
available for employment at $4,000. Position with corpo
ration considered. Married man; age 33.
Box 184 c/o The Journal of Accountancy.

and exclusive branch office service is offered to firm of
high standing by accountant with established office in
Washington. Correspondence solicited.
Box 186 c/o The Journal of Accountancy.

Senior Accountant

Chartered Accountant

(Institute of Eng
land and Wales.)
Ten years’ experience with first-class firms in London and
several years in Canada, not wishing to practise privately,
desires suitable position as controller, treasurer or secre
tary.
Box 185 c/o The Journal of Accountancy.

Washington, D. C., Representation

SPECIAL Analysis Paper for
PUBLIC ACCOUNTANTS
Prices and samples on request

THE HENRY O. SHEPARD COMPANY
632 Sherman Street
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is, we believe, the largest professional school of collegiate grade
in the world that is devoted exclusively to the training of account
ants. (Enrolments for the past year 2,136). It offers intensive,
practical training in preparation for positions as office manager,
cost accountant, auditor, comptroller, assistant treasurer, and
public accountant. Special emphasis is placed on cost accounting,
the designing of accounting systems, and modern accounting
practice and procedure. Accounting subjects are taught by means
of lectures, demonstrations, and laboratory practice under direct
supervision of practical instructors. About 75 per cent. of the
time in class is devoted to accounting subjects, and the balance
is devoted to the other required courses—business law, business
English, penmanship, economics, money and banking, and cor
poration finance. Office methods and business mathematics are
correlated with and form a part of the accounting courses.
It takes two years’ days to complete our required courses. If one
cannot afford to attend more than one year’s days, we will assist
him in obtaining a position and he can complete his training in
two years of evening attendance. Tuition for day classes $175
per annum, payable in monthly instalments if desired. Desirable
boarding places obtained for students.
This school specializes in training men for accounting practice, and is very successful in
placing its graduates with public accountants and business establishments. Many of them are
receiving salaries ranging from $3,000 to $5,000.
A unique feature of this school that is characteristic of its high standards is its requirements
for graduation. Upon completion of the required courses a certificate is issued and the recipient
participates in commencement. However, the official diploma is not awarded until he completes
two years of practical experience that satisfactorily tests his technical training, professional conduct, judgment, and adaptability. He is then permitted to be known as a B. S. G. (Bentley
School Graduate), and for the second time participates in commencement. This requirement
serves as an incentive for the student to make good in his practical experience, and for the
school to place him in a position where he can demonstrate the thoroughness and value of his
training. There is a demandfor Bentley-trained men, because it is known that this school spe
cializes in training accountants, and gives a preparation for accounting practice that is very thor
ough, practical, and in conformity with modern practice.

Our day students range in age from 1 7 to 36, and our evening students from 1 8 to 50. It
requires four years of evening attendance to complete our required courses if one possesses a
thorough knowledge of double entry bookkeeping; otherwise, five years.

The Bentley School

of

Accounting and Finance

125 Tremont Street, Boston, Mass.
H. C. Bentley, C.P.A., President

B. G. Willard, A.B., C.P.A., Dean
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Sound conceptions
of law, of property rights,
of contractual obligations,
of business organizations,
of the relations between capital and

labor, of methods for stating financial facts
as a basis for management or for public control—such
conceptions result from the purposeful study of the
Pace Courses in Accountancy and Business Adminis
tration—conceptions that make for good citizenship, for com
munity strength, for professional effectiveness.
Accredited, developmental courses in Accountancy and Business
Administration are continuously available in Resident-school
groups at Pace Institute, New York, Washington, Newark, and
Boston—courses that provide for earnest-minded students opportunity to
develop market value as professional accountants, auditors, controllers, tax
specialists, value analysts, and financial executives.

One Month’s Trial Instruction $7
The Pace Courses are also successfully taught by extension through the
mails. The Extension Course—covering the same subjects as does the
Resident Course—may be taken for a month’s trial instruction, with the
charge for tuition and texts limited to $7. There is no obligation, expressed
or implied, to continue.
Send for Bulletin and descriptive booklets, specifying either Resident or
Extension instruction.

Pace & Pace
30 Church Street, New York City
715 G St., N.W.

Washington, D. C.

Tremont Temple

Boston, Mass.

24 William St.

Newark, N. J.
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